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CHAPTER  I 
INTRODUCTION 

This  report  presents  the  findings  of  an  analysis  of  the 
costs  and  revenues  of  state  administration  of  the  Medicaid 
program  (Title  XIX  of  the  Social  Security  Act) .     Federal  fund- 
ing of  the  Medicaid  program  consists  of  payments  for  basic 
health  care  services  to  eligible  individuals   (Medical  Assistance 
Payments)   and  financial  support  to  state  agencies  for  adminis- 
tering the  program.     The  purpose  of  this  study  is  to  provide 
the  Health  Care  Financing  Administration,  which  has  federal 
responsibility  for  the  Medicaid  program,  with  a  more  detailed 
understanding  of  the  effects  of  federal  policies  relating  to 
feaeral  support  of  Medicaid  administrative  costs. 

The  federally  funded  portion  of  Medical  Assistance 
Payments   (MAP)   under  the  Medicaid  program  varies  by  state 
over  a  range  from  approximately  50  to  78  percent,  depending, 
in  part,  upon  each  state's  per  capita  income.     The  federally 
funded  contributions  to  the  administrative-cost  portion  of 
total  MAP  are  50,  75,  90,  and  100  percent;  varying  according 
to  the  type  of  administrative  activity  that  is  being  funded. 
Certain  administrative  activities  receive  higher  Federal  Finan- 
cial Participation   (FFP)   percentages,   in  order  to  encourage 
states  to  allocate  a  greater  amount  of  resources  to  these 
activities.     Examples  of  administrative  activities  receiving 
higher  FFP  percentages,  and  their  respective  FFP  rates,  include 
the  following: 
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•  Use  of  qualified  medical  personnel,   such  as 
physicians,   in  Medicaid  administrative  and 
utilization  review  activities;  reimbursed  at 
the  75  percent  level 

•  Development  of  an  approved  Medicaid  Management 
Information  System  (MMIS) j  reimbursed  at "the 
90  percent  level 

•  Operation  of  an  approved  MMIS;  reimbursed  at 
the  7  5  percent  level 

•  Licensing  and  certification  of  long-term  care 
facilities;  reimbursed  at  the  100  percent  level. 

An  overall  objective  of  this  study  has  been  to  gain  a  more 
thorough  understanding  of  the  adequacies  and  deficiencies  of 
the  federal  financial  participation  policies  which  pertain  to 
Medicaid  administrative  costs.     In  view  of  this  overall  objec- 
tive, attempts  were  made  during  this  study  to  seek  out  answers 
to  the  following  basic  questions: 

•  How  do  states  allocate  their  Medicaid  administra- 
tive resources  according  to  various  functional 
and  cost  categories? 

•  Why  do  states  allocate  administrative  resources 
in  the  manner  that  they  do? 

•  What  are  feasible  indicators  of  administrative 
resource  adequacy  for  federal  monitoring  pur- 
poses? 

In  order  to  answer  these  and  subsidiary  questions,  a  case 
study  approach  was  pursued  in  seven  states.     The  selected 
states  were  Illinois,  Virginia,  Washington,  Arkansas,  Maine, 
Utah,  and  Wisconsin.     Wisconsin  was  eliminated  during  the 
course  of  the  study,  due  to  difficulties  in  obtaining  reason- 
ably adequate  and  accurate  administrative  cost  data.  States 
were  selected  to  provide  a  representative  spread  within  each 
of  the  following  criteria:* 


*For  a  more  detailed  discussion  of  the  state  selection 
process,  the  reader  is  referred  to  the  Analysis  of  Medicaid 
Administrative  Costs:     Selection  of  the  Test  State,  National 


Institute  for  Advanced  Studies,  Washington,  D.   C,   November  1976. 


•  Total  MAP 

•  Total  administrative  and  training  costs 

•  Administrative  and  training  costs  as  a  percent  of 
total  MAP 

•  Percentage  of  federal  portion  of  total 
administrative  and  training  costs. 

Other  criteria  used  in  the  final  selection  process  included: 

•  Inclusion  of  medically  indigent  clients  in  the 
program 

•  Decentralization  of  eligibility  determination 

•  Whether  or  not  claims  processing  is  performed 
by  a  fiscal  agent;  whether  or  not  claims  pro- 
cessing is  computerized 

•  Prior  federal  experience  in  the  state 

•  Willingness  to  participate. 

In  the  case  studies  for  each  of  the  selected  states,  both 
quantitative  and  qualitative  information  was  obtained  on-site 
from  state  Medicaid  personnel.     Quantitative  cost  and  revenue 
data  were  obtained  from  an  analysis  of  the  OA-41  reports  and 
supporting  documentation.     Based  on  interviews  with  personnel 
responsible  for  various  segments  of  the  Medicaid  organization, 
the  costs  and  revenues  were  allocated  to  various  functional 
areas,  such  as  general  administration,  claims  processing,  and 
utilization  review.     (See  Exhibit  1-1  for  a  detailed  list  of 
these  functional  areas;  Appendix  A  provides  definitions  for 
each  functional  area.)     Costs  and  revenues  for  each  functional 
area  were  further  classified  according  to  the  appropriate  FFP 
percentage.     In  addition,  Medicaid  administrative  costs  by 
functional  area  were  allocated  to  the  cost  categories  of  per- 
sonnel, travel,  electronic  data  processing,  and  other;  thereby 
resulting  in  a  large,  detailed  Cost  Matrix.     Each  of  the  case 
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EXHIBIT  1-1 
FUNCTIONAL  AREAS 


1.  GENERAL  ADMINISTRATION 

A.  General  Administration: 
Federal  Statistical  Reporting 

B.  General  Administration: 
Information  Systems  Planning 

C.  General  Administration:  Oilier 

2.  TRAINING 

3.  RECIPIENT  SERVICES 

A.  Eligibility:  Determination 

B.  Eligibility:     Quality  Control 

4.  PROVIDER  SERVICES 

A.  EPSDT:     Patient  Care 

B.  EPSDT:  Administrative 

C.  Physician 

D.  Family  Planning 

E.  Pharmacy 

F.  Pathology  and  Radiology 

G.  Health  Maintenance  Organizations  (HMOs) 


II.  Clinics 
I.  Hospitals 

J.       Long-Term  Facilities:  Medical 
Reviews  and  Independent  Practi- 
tioner Reviews 

K.       Long-Term  Care  Facilities:  Other 

1..  Dental 

M.       Other  Provider  Services 

5.  CLAIMS  PROCESSING 

6.  SURVEILLANCE  AND  UTILIZATION  REVIEW 

1  ■        THIRD- PARTY  LIABILITY 

8.       FRAUD  CONTROL 

A.  Fraud  Control :  Detection 

B.  Fraud  Control:  Investigation 

C.  Fraud  Control:  Prosecution 


COST  SETTLEMENT 

A.       Cost  Settlement: 


Hospital s 


B.       Cost  Settlement:     Long-Term  Care 
Fac  i 1  It  ies 


studies  documents  and  assesses  this  information  in  the 
individual  state  reports  previously  submitted. 

The  collection  of  cost  and  revenue  data  on  Medicaid 
administrative  programs  responds  to  the  question  of  how  states 
allocate  their  Medicaid  administrative  resources.     In  order  to 
determine  answers  to  the  other  questions  posed  for  the  project, 
such  as  why  the  allocations  are  made,   it  was  important  to  obtain 
qualitative  information  to  complement  the  cost  and  revenue  data. 

Information  obtained  from  interviews  with  Medicaid  program 
directors  concerned  decision-making  processes  relevant  to  the 
allocation  and  utilization  of  resources.     This  approach  provided 
a  basis  for  assessing  reasons  or  motivations  for  how  the  states 
allocate  administrative  resources.     It  also  provided  insight 
into  what  influence    the  FFP  percentages  might  have  had  on 
state  spending  patterns. 

Chapter  II  of  this  report  considers  the  questions  of  data 
comparability  across  states.     The  important  concern  here  is  that 
data  on  administrative  costs  and  revenues  in  one  state  measure 
the  same  entity  that  administrative  cost  and  revenue  data 
measure  in  another  state.     Variations  in  administrative  costs 
and  revenues  due  to  program  differences  will  be  explored  in  this 
chapter.     Various  factors  which  must  be  considered  when  compar- 
ing data  from  one  state  to  the  next  include: 

•  Types  of  different  services  provided 

•  Quantity  limits  on  services  provided 

•  Unusual  program  constraints,   such  as  prior 
authorization  for  non-emergent  hospitalization 

•  Presence   (or  absence)  of  a  Medicaid  Management 
Information  System. 
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Chapter  III  summarizes  the  cost  and  revenue  data  reported 
in  the  individual  case  studies  and  provides  a  basis  for  compar- 
ing costs  and  revenues  across  states.     Major  similarities  and 
differences  in  costs  and  revenues,  which  become  apparent  in 
the  tabular  results  presented  in  this  chapter,  are  discussed. 

Chapter  IV  presents  the  qualitative  information  concerning 
the  allocation  of  Medicaid  administrative  resources.  The 
chapter  provides  discussion  of  several  points,  including: 

•  The  allocation  of  resources  among  the  various 
functional  areas 

•  The  impact  of  other  federal  programs  on  Medicaid 
administrative  resources 

•  The  impact  of  the  various  federal  funding  per- 
centages on  the  allocation  of  Medicaid  adminis- 
trative costs. 

The  narrative  analysis  in  this  chapter  is  based  upon 
information  obtained  from  the  Medicaid  Director's  Interview 
Schedule.     The  interview  with  the  Medicaid  Director  was  designed 
to  obtain  information  concerning:     personnel  and  their  duties 
and  responsibilities;  general  procedures  for  preparing  budgets 
and  their  review;  and  a  general  evaluation  of  the  status  of 
administrative  activities  and  potential  consequences  of  changes 
in  FFP  percentages. 

Finally,  Chapter  V  contains  conclusions  and  recommenda- 
tions resulting  from  the  analysis  of  Medicaid  administrative 
costs  in  the  participating  states.  The  following  topics  are 
discussed  in  this  chapter: 

•  Conclusions  deriving  from  Chapters  III  and 
IV  and  from  experiences  on  site 

•  Recommendations  peratining  to  federal 
financial  participation 
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•         Recommendations  pertaining  to  federal 

monitoring  of  Medicaid  administrative  costs. 

The  first  part  of  Chapter  V  draws  together  the  major  conclu- 
sions resulting  from  the  site  visits,  interviews,  data 
collection  and  data  analysis,  and  sets  the  stage  for  the 
recommendations.     The  second  part  of  Chapter  V  explores 
alternative  federal  funding  mechanisms,  such  as  varying 
matching  rates,   flat  rates,  penalties,  and  performance 
standards.     The  third  part  of  Chapter  V  considers  alterna- 
tive indicators  for  federal  monitoring  purposes  and 
recommendations  for  further  analysis. 
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CHAPTER  II 


DATA  COMPARABILITY  ACROSS  STATES 


CHAPTER  II 


DATA  COMPARABILITY  ACROSS  STATES 


Major  differences  in  the  administration  of  the  Medicaid 
program  in  the  six  participating  states  must  be  reviewed  before 
comparing  the  project  results  among  these  states.  Information 
concerning  these  major  differences  which  could  affect  a  state's 
Medicaid  administrative  costs  is  set  forth  in  Exhibit  II-l.  An 
explanation  of  each  factor  is  set  forth  in  the  following  para- 
graphs : 

1.  Designated  State  Agency — The  designated  state 
agency  for  the  Medicaid  program  for  the  particular 
state  is  set  forth  on  Line  1.     For  example,  the 
designated  state  agency  for  the  State  of  Utah  is 
its  Department  of  Social  Services. 

2.  Umbrella  Agency — The  designated  state  agency  for 
the  Medicaid  program  in  four  of  the  participating 
states   (Washington,  Arkansas,  Maine,  and  Utah) 

is    an    umbrella  agency;  the  designated  state 
agency  for  the  two  other  participating  states 
(Illinois  and  Virginia)    is   not   an  umbrella  agency. 

3.  Ending  Date  of  the  Year  Analyzed — The  Medicaid 
administrative  costs  and  revenues  for  each  par- 
ticipating state  for  a  twelve-month  period  were 
analyzed  during  this  project;  the  ending  date 

of  the  year  analyzed  is  set  forth  on  Line  3.  For 
example,  the  ending  date  of  the  year  analyzed  for 
the  State  of  Utah  is  June  30,  1977. 

4 .  Medical  Assistance  Payments    (MAP)   —  The  amount 
of  Medical  Assistance  Payments  during  the  year 
analyzed  is  set  forth  on  Line  4.     For  example, 
combined  federal  and  state  medical  assistance 
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EXHTBTT  TT-1 


MAJOR  DIFFERENCES  WHICH  COULD  IMPACT 
A   STATE'S  MEDICAID  ADMINISTRATIVE  COSTS 


LINE 
NIIMRFH 

ITKH 

ILLINOIS 

VIRGINIA 

WASHINGTON 

ARKANSAS 

HA  INF. 

UTAH 

1 

DealftnnlrJ  Stilt  Agency 

Depart mcnt  of 
Publ  Ic  A  I.I 

Department  of 
Health 

Department  of 
Social    and  Health 
Sc  i  v  1  res 

Dlvlnlnn  of  Social 
Services 



Department  of 
Human  ServleeR 



Dep.it  t  menl  of 
Sor Inl   Set v Ires 

   - 

2  

 ._ 

Umbrella  Aeency 

No 

No 

Yen 

Yen 

Yen 

Yea 

1 

End  lug  Date  of  Year 
Analyzed 

(thousands  of  dollarsj 

December  11.  1976 

June  10,  19/6 

June  10,  1976 

tune    Hi,    1  •>  7  A 

June   10,  1976 

June   10,  197/ 

4 

$811 ,268 

$700,  31  *» 

$  in  ,'tno 

$1  12 , 1 79 

$74 ,490 

5 

Medicaid  Admlnlstrel  Ive 
Coats  (rhouannds  of  dollars) 

Medicaid  Admin  1  hi  rat  1 ve 
Coal  ■<  an  a  Percentage  of 
Medical  Assistance  Payments 

$  18,R<>6 
ft.  (.IX 

$  10,412 
5.71Z 

$   1  7  ,  6  00 

mux 

4.2U 

3 . 48X 

$  'i    1 68 
8.151 

7 

Percentage  of   Federal  Share 
of  Hedlcnld  Administrative 
Co8ta_  -.- 

51.71 

32.01 

n.n 

60.91 

59. 81 

64. 91 

 a  

 9  _ 

F l  ac  a 1  Agent  

WIS 

 No  

 No  

Tes  

r.«u,<" 

P.r.l,<" 

Yea  

Yea  

 No  

 En 

_  __  No 

Yea   

10 

Medically   Indigent  In 

Yen 

Yea 

Yen 

Yi's 

Yea 

Yea 

ii 

Program 

Quantity  Limits  on 
Services 

No 

Yea 

Yea 

(See  Line  17) 

Yes 

No 

No 

12 

Medicaid  Population 
Disbursement 

Urban 

Rural 

Rural 

Rura  1 

Rural 

Rural 

n 

14 

Average  Personnel  Costs  

Humher  of  Administrative 
Personnel  

 $11.9-13  

1918.8 

 $11.591  

526.8 

_512.S»B.   

 $10,204  

 $16,095  

648 . 4 

131.1 

171.7 

110.8 

15 

Method  of  Auditing  Cost 
Sett lement  Repot  t  s 

Medicare 
Intermediary 

Medicare 
Intermediary 

Medicare 
Intermediary 

Medicare 
Inl ermedlary 

State  Auditors 
and  Medicare 

 InUwJL'uy  _  . 

font  rnr t  oa 1 
Services 

16 

Functional  Are.ix  Not 
Provided 

-Provider  Services 
for  Palliology  and 
Rad Inl ngy 

-Thlr4-fatty  Lia- 
bility 

-  Fraud   Inve-it  tga- 
t  1  on 

-Cost  Set  t lement 
for  Nnrnlng 

Hume  a 

-Provider  Ser vlcea 
for  Family  Plan- 
ning, Pathology 
ami  Rad  lolngy,  ami 
HMOs 

-Provider  Ser v Ices 
for    Family  Plan- 
ning, Pa t  hology 
and  Rad lolngy , 
IIMOa  ,   and  CI  lute* 

-Ft Atld  Delect  Ion 
and  Prust'cul  Ion 

-Training 

-O^i.jllly  Control  ol 
F.llglbflliy  Deter - 
mlnal Ion 

•  Fraud  Delect  Ion, 
I nven t  1  gat  Ion  and 
Pi  onecut  1*0*1 

-Provider  Servlcea 
for   Faml ly  Plan- 
ning,   I'at  hoi  ngy 

nn.i  Radiology, 

IfHoSt,   nn.l  CI  Inlcs 
-  Fr.md  Prnneriil  Ion 

-Provide!   Sei  vLren 
for  HMOs 

1  / 

Other  Comment  a 

A. MM  limtl 
Hrrvlien  aie 
AVilll  llil*  will. 
1"  '•>•  Sppmv.il 

-Cam  of  t> i  igihi  i  ■ 

1 1  y   .let  rrmlti.it  Ion 
(or  CtttVfHH  l<  il 

rrrlpten  m 

hit  <•>. ted 

-  H**ve|o|o-d  an 
amtiitl      "i  v  1  >re 
re  v  1  t'W  ny-tH  rm  a  ml 
a   IViBO  Review 
*' YH '  

(!)     The  State  ol    Washington  began    imp  I  rm.-nt  at  I  on  ol    an  approved  HMIS    In  February,    1976-    Implement  at  Ion  wan  mmpleted   (n  July  1976. 

(2)     Although  lb'-  Stale  of  Virginia  did  not   »«e    in  approved  HMIS  during  tin-   ve.tr  analyzed,  we  considered  the  rompleiilty  of    lis  «yslem  to 
be  enteral  I  v  equivalent   |*i  an  approved  HM'S, 


payments  for  the  State  of  Utah  for  the  year 
ended  June  30,   1977  -  were  $51,135,000. 

5.  Medicaid  Administrative  Costs — The  total 
amount  of  Medicaid  administrative  costs  for 
each  state  is  set  forth  on  Line  5.     For  example, 
Medicaid  administrative  costs  for  the  State  of 
Utah  were  $4,168,000. 

NOTE:       The  entries  for  Medical  Assistance  Payments 
(Line  4)   and  Medicaid  Administrative  Costs 
(Line  5)   on  Exhibit  II-l  may  not  agree  with  the 
items  on  each  state's  OA- 41  reports  for  the  par- 
ticular year.     The  data  on  the  OA- 41  reports  were 
adjusted  to  obtain  a  better  estimate  of  costs  for 
a  twelve-month  period.     Detailed  information  re- 
garding each  adjustment  is  set  forth  in  the  detailed 
reports  of  the  results  of  the  visit  to  each  state. 

6 .  Medicaid  Administrative  Costs  as  a  Percentage  of 
Medical  Assistance  Payments — The  percentage 'of 
Medicaid  Administrative  Costs   (Line  5)   to  Medical 
Assistance  Payments   (Line  4)   is  set  forth  on  Line 
6.     For  example,  the  percentage  of  Medicaid  Admin- 
istrative Costs  to  Medical  Assistance  Payments  for 
the  State  of  Utah  is  8.15  percent. 

7 .  Percentage  of  Federal  Share  of  Medicaid  Adminis- 
trative Costs — The  percentage  of  Medicaid  Adminis- 
trative Costs  funded  by  the  Federal  Medicaid  program 
is  set  forth  on  Line  7.     For  example,  the  Federal 
Medicaid  program  funded  64.9  percent  of  Medicaid 
Administrative  Costs  for  the  State  of  Utah. 

8.  Fiscal  Agent — The  use  of  a  fiscal  agent  to  operate 
a  state's  Medicaid  data  processing  system  is  set 
forth  on  Line  8.     For  example,  the  State  of  Utah 
did  not  use  a  fiscal  agent  during  the  year  ended 
June  30,  1977. 

The  cost  of  the  fiscal  agent's  services  were 
included  in  the  other  category,  and  not  allocated  to 
the  personnel,  travel,  and     EDP    categories.  There- 
fore, the  number  of  personnel  is  reduced. 

9-       Medicaid  Management  Information  System   (MMIS) — The 

use  of  an  approved  MMIS  is  set  forth  on  Line  9.  For 
example,  the  State  of  Utah  did  use  an  approved  MMIS. 
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The  operation  of  an  approved  MMIS  is  reimbursed 
at  75  percent  Federal   Financial  Participation   (FFr ; ; 
the  operation  of  an  unapproved  system  is  reimbursed 
at  50  percent  FFP.     Thus,  an  approved  MM  I S  will 
result  in  a  higher  percentage  of  federal  share 
(Line  7).     However,  because  of  the  complexity  of 
the  MMIS  requirements,   the  total  cost  of  an  MMIS 
generally  will  be  much  greater. 

10.  Medically  Indigent  in  Program — In  addition  to 
categorically  eligible  recipients   (who  must  be 
enrolled  in  the  Medicaid  program) ,  each  of  the 
six  states  had  medically  indigent  recipients  en- 
rolled in  its  Medicaid  program. 

The  inclusion  of  medically  indigent  recipients 
in  a  state's  program  will  increase  the  cost  of 
administering  the  program. 

11.  Quantity  Limits  on  Service — Some  states  limit  the 
quantity  of  a  particular  service  in  a  given  time 
period   (such  as  the  number  of  physician  visits 
per  month)   which  a  recipient  may  receive;  the 
presence  of  quantity  limits  on  services  is  set 
forth  on  Line  11.     For  example,   the  State  of 
Utah  does  not  have  any  limits  of  this  nature. 

These  limits  on  service  will  reduce  MAP  expendi- 
tures, and,  if  significant,  may  reduce  the 
administrative  costs.     However,  the  additional 
control  of  these  limits  will  increase  administra- 
tive costs. 

12.  Medicaid  Population  Disbursement — The  disbursement 
of  a  state's  Medicaid  population  is  described  in 
Line  12.     This  disbursement  may  be  characterized 
as  urban   (such  as  Illinois,  where  the  Medicaid 
population  is  centered  in  Chicago  and  East  St. 
Louis),  or  rural   (such  as  Maine,  where  the  Medicaid 
population  is  distributed  throughout  the  state) . 

Travel  costs  for  a  state  with  a  rural  Medicaid 
population  will  tend  to  be  higher.     However,  the 
reduced  travel  costs  for  an  urban  state  may  be 
more  than  offset  by  higher  personnel  costs. 

13.  Average  Personnel  Costs — The  average  cost  of  salaries 
and  fringe  benefits  for  personnel  administering  a 
state's  Medicaid  program  is  set  forth  on  Line  13. 
For  example,     average  personnel  cost  for  the  State 

of  Utah  was  $16 ,095. 
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For  the  same  number  of  personnel,   a  higher 
average  personnel  cost  will  result  in  higher 
total  costs.     However,  a  state  with  a  higher 
average  personnel  cost  frequently  employs 
fewer  personnel . 

14.  Number  of  Administrative  Personnel — The  number  of 
staff -years  of  administrative  personnel  actually 
employed  by  the  Medicaid  program  is  set  forth 

on  Line  14.     For  example,  the  State  of  Utah  had 
130.8  full-time  equivalent   (FTE)  personnel. 

Personnel  employed  by  a  fiscal  agent  or  under 
contractual  services  are  not  included  in  this 
total . 

15 .  Method  of  Auditing  Cost  Settlement  Reports — 

Cost  Settlement  Reports  may  be  audited  by  one  or  more 
of  the  following  methods: 

a.  Medicare  Intermediary — The  Medicare  Inter- 
mediary may  audit  both  the  Medicare  and  the 
Medicaid  cost  settlement  reports  at  the  same 
time . 

b.  Contractual  Services — The  state  may  contract 
with  local  external  auditors   (usually  certi- 
fied public  accountants)   to  audit  the  Medicaid 
cost  settlement  reports. 

c.  State  Auditors — The  state  may  have  its  own 
personnel  who  audit  the  Medicaid  cost  settle- 
ment reports. 

The  method  of  auditing  cost  settlement  reports  for 
each  state  is  set  forth  on  Line  15.     For  example, 
the  State  of  Virginia  uses  the  Medicare  Intermediary 
to  audit  cost  settlement  reports. 

The  use  of  the  Medicare  intermediary  or  contractual 
services  to  audit  cost  settlement  reports  will  re- 
duce the  number  of  personnel  allocated  to  this 
function,  and  will  shift  costs  from  the  personnel 
and  travel  categories  to  the  other  category. 
However,  whether  the  method  of  auditing  cost 
settlement  reports  increases  or  decreases  total 
costs  is  not  determined. 
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16-     Functional  Areas  Not  Provided — The  functional 
areas  not  provided  in  a  given  state  durina  the 
year  analyzed  are  set  forth  on  Line  16.  For 
example,  the  State  of  Utah  did  not  provide  rer- 
vices  for  HMOs   (since  there  were  not  any  HMOs 
in  Utah  during  the  year  analyzed) . 

If  costs  are  not  incurred  for  a  given  functional 
area,  total  administrative  costs  will  tend  to  be 
reduced . 

17.     Other  Comments — Any  other  comments  concerning  the 
administration  of  a  state's  Medicaid  program  which 
would  impact  on  its  Medicaid  administrative  costs 
are  set  forth  on  Line  17. 

a.  Washington — the  State  of  Washington  requires 
a  physician  on  its  staff  to  approve  all  re- 
quests for  non-emergent  hospitalization.  This 
requirement  increases  personnel  and  costs  for 
the  surveillance  and  utilization  review  func- 
tion of  their  Medicaid  program. 

b.  Maine — the  cost  of  eligibility  determination 
for  categorical  recipients  is  not  included 
in  its  Medicaid  administrative  costs.  This 
procedure  significantly  reduces  the  personnel 
and  costs  of  Maine's  eligibility  determination 
function . 

c.  Utah — the  development  and  implementation  of 
an  ambulatory  care  review  system  and  a  PSRO 
review  system  occurred  during  the  year  analyzed. 
These  systems  increased  personnel  and  costs  for 
the  surveillance  and  utilization  review  function. 

In  addition  to  the  differences  among  the  six  states  which 
are  set  forth  in  Exhibit  II-l,the  types  of  services,   in  addition 
to  the  basic  required  Medicaid  services  which  a  state's  Medicaid 
program  provides,  can  also  affect  its  administrative  costs.  The 
types  of  additional  services  provided  by  each  of  the  six  states 
are  set  forth  in  Exhibit  II-2. 

Detailed  comparisons  of  the  Medicaid  administrative  costs 
and  revenues  among  the  six  states  are  set  forth  in  Chapter  III 
of  this  report. 
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EXHIBIT  II-2 

ADDITIONAL  MEDICAID  SERVICES  BY  STATE 
(June  1,  1977) 


SERVICE 

ILLINOIS 

VIRGINIA 

WASHINGTON 

ARKANSAS 

MAINE 

UTAH 

Clinic  Services 

* 

* 

* 

* 

Prescribed  Drugs 

* 

* 

• 

* 

* 

• 

Dental  Services 

* 

* 

Prosthetic  Devices 

« 

* 

* 

 *  

Eyeglasses 

ft 

Private  Duty  Nursing 

* 

• 

Physical  Therapy  and 
Related  Services 

* 

* 

Other  Diagnostic,  Screening, 
Preventive  and  Rehabilita- 
tive Services 

* 

* 

Emergency  Hospital  Services 

* 

* 

* 

* 

ft 

Skilled  Nursing  Facility 
Services  for  Patients 
Under  21 

• 

* 

* 

ft 

* 

Optometrists'  Services 

* 

ft 

* 

Podiatrists '  Services 

ft 

* 

* 

* 

Chiropractors '  Services 

* 

» 

ft 

* 

Care  for  Patients  65  or 
Older   in  Institutions  for 
Mental  Diseases 

* 

ft 

ft 

* 

Care  for  Patients  65  or 
Older  in  Institutions  for 
Tuberculosis 

* 

Care  for  Patients  Under  ^1 
in  Psychiatric  Hospitals 

* 

* 

ft 

Institut  iona 1  Services  i  n 
Intermediate  Care  Facil i- 
tles 

* 

* 

ft 

* 

* 

Source:     D1IHW/IICFA,   Medicaid  Bureau,   Division  of  State 

Management 

( Pub  1  t  ca  •  i  on 

No.    HCI'A  76 

- 1  *  a  o  l ) . 

CHAPTER  III 


COMPARATIVE  ANALYSIS 


CHAPTER  III 


COMPARATIVE  ANALYSIS 

The  purpose  of  this  chapter  is  to  compare  the  cost  and 
revenue  data  for  the  states  of  Illinois,  Virginia,  Washington, 
Arkansas,  Maine  and  Utah,  and  where  feasible,  to  explain  differ- 
ences among  the  data  of  the  six  states.     The  data  used  for  this 
analysis  is  contained  in  the  individual  state  reports  prepared 
earlier  in  this  study.     Each  state  report  includes  a  detailed 
cost  and  revenue  matrix  by  functional  area  for  a  one-year  period. 

The  data  for  the  cost  and  revenue  matrices  in  each  state 
report  are  based  on  an  analysis  of  expenditures  contained  in  the 
state's  OA-41  reports  for  the  year.     In  order  to  allocate  these 
expenditures,  the  supporting  documentation  for  the  OA-41  reports 
was  reviewed  in  great  detail.     If  one  were  to  grade  the  quality 
of  the  supporting  documentation,  together  with  the  state  person- 
nel's ability  to  explain  the  various  entries  in  the  documentation, 
according  to  the  grades  of  superior,  excellent,  good,   fair,  and 
poor,   four  of  the  states  would  receive  a  grade  of  superior,  and 
two  of  the  states  would  receive  a  grade  of  excellent. 

The  tables  in  this  chapter  display  summaries  of  individual 
state  data,  and  totals  and  averages  for  the  six  states.  Areas 
of  analysis  include  cost  categories,   functional  areas,  and  Federal 
Financial  Participation  rates.     The  tables  contain  weighted  and 
unweighted  averages  of  percentage  figures.     To  obtain  the  weighted 
average,  the  revenues  or  costs  are  added  across  all  the  states 
for  a  given  category  before  dividing  by  a  total  figure  to  obtain 
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the  percentage.     States  with  larger  administrative  costs  and 
revenues,  then,  will  have  a  greater  influence  on  the  weighted 
average.     To  obtain  the  unweighted  average,  the  respective 
percentages  across  all  states  are  added  and  divided  by  the  number 
of  states;  each  state  makes  an  equal  contribution  to  the  average. 
These  two  alternative  approaches  are  provided  to  facilitate  a 
comparative  analysis.     A  greater  difference  between  a  weighted 
and  unweighted  average  for  a  given  item  would  reflect  a  greater 
degree  of  variation  of  percentages  across  states. 

Cost  Data 

Table  III-l  and  Exhibit  III-l  both  contain  the  allocation  of 
administrative  costs  among  the  cost  categories  of  personnel, 
travel,   electronic  data  processing   (EDP) ,  and  other.  Personnel 
costs  account  for  the  largest  portion  of  total  costs,  with  a 
weighted  average  of  61.6  percent,  and  an  unweighted  average  of 
57.1  percent  of  total  costs.     Washington  allocates  66.5  percent  of 
its  total  administrative  costs  to  personnel,   the  highest  percentage 
for  the  six  states.     Washington's  prior  authorization  program  for 
non-emergent  hospital  admissions  is  staffed  by  physicians,  the 
cost  of  which  contribute  to  this  higher  percentage.     Both  Maine 
(48.7  percent)   and  Utah  (50.5  percent)   have  personnel  allocations 
lower  than  the  averages . 

Maine  and  Utah  are  both  small  states   (in  terms  of  their 
Medicaid  Administrative  Costs) ;  these  smaller  personnel  alloca- 
tions are  related  to  size,  but  for  opposite  reasons.     Utah  has 
a  very  sophisticated   (and  expensive)  Medicaid  Management  Informa- 
tion System  (MMIS) ,  while  Maine  has  a  claims  processing  system 
with  a  manual  claims  approval  process   (staffed  by  a  relatively 
low-paid  clerical  staff)   and  a  mechanized  check-writing  function. 
The  personnel  allocated  to  Maine's  claims  processing  system  have 
an  average  cost  of  $6,906   (salary  and  fringe  benefits  for  a 
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TABLE  III-l 

Medicaid  Administrative  Costs  by  Cost  Cateqory  and  by  State* 


VIRGINIA 


WASHINGTON 

ARKANSAS 
NAIME 

UTAH  

WF.IfiHTKD 

AVERAGE^  

UNWEIGHTED 

AVERAGE 

—  Each  case 
were  as  f 


Con  I  s 
$24, 816,714 
6,105,774 
8,176,265 


3.019.510 
J,  262, 215 
2,105,562 


Percent 

64 .  nr. 

_58^5_ 
J>6.5 

54.  3_ 

48.7 
50.5 

61 .6 

57.  U. 


TRAVEL 

_  Costs  

148, 161 
178, 595 
728jl38 
116,201 
80,444 
11,48) 


Percent 

0.91 
1.7 

5.8 

o.  n 

2.0 
2. 41 


cosy  i:*TEimitv 


Costs 
!  1,821,611 
2,780,791^ 
1 , 189,602 
1,501,790 
101,865 


1,214,674 


Percent  _  *LnnlJ!_ 
4./Z 


2  6. _7 
9.4 
2  7.1 

IL*.. 

29.2 
J  1  •  » 


1,367,249 
2/106,271 
918.700 
949,581 
HI  1,914 


study  for  the  six  states  analysed  Actual  coat  experience  foi  a  one-yeai  pei 
.1  lows: 

Illinois— 1/1/76  to  12/11/76  At kansas— 7/1  /  75  in  6/10/76 

Virginia— 7/1/75  t..  6/10/76  Ha  In. —  7/1/75  to  6/10/76 

Washington—  7/1/75  to  6/10/76  lit  ah—  7/ I  /  76  to  6/IO//7 


R 

TOTAL 

Percent 

Costs 

1'ers.Qnt 

10. it 

518,806,260 

loo, o; 

11. 1 

10,412,411 

100.0 

18.1 

12,600,478 

100.0 

16.5 

5,558,201 

100.0 

16.6 

2,594 ,125 

100.0 

19-5 

4,167,611 

100.0 

24_._5  

100.0 

22.41 

lop. os; 

1.  H»e 

periods  cove 

roil 

full-time  equivalent  person) ,  while  personnel  assigned  to  all  other 
functional  areas  had  a  comparable  average  cost  of  $11,281. 
Travel  costs  in  the  six  states  are  negligible,  with  a  weighted 
average  of  2.0  percent  and  an  unweighted  average  of  2.4  percent 
of  total  administrative  costs.     Washington   (5.8  percent)   and  Maine 
(3.1  percent)   have  the  highest  amounts,  reflecting  the  dispersal 
of  providers  and  recipients  throughout  their  states.  Washington 
spent  more  than  twice  as  much  as  Illinois  for  travel,  even  though 
Illinois  has  a  much  larger  program  (Illinois'  Medicaid  recipients 
and  providers,  of  course,  tend  to  be  concentrated  in  Chicago  and 
East  St.   Louis) . 

Utah  allocates  a  greater  proportion  of  its  administrative 
resources  to  EDP  than  any  other  state.     Utah's  2  9.2  percent  for 
this  cost  category  compares  to  the  unweighted  average  of  18.1 
percent  or  the  weighted  average  of  11.9  percent.     The  cost  of 
a  Medicaid  Management  Information  System  (MMIS)   has  a  high  fixed 
cost  component,  and  Utah  had  an  MMIS,  as  well  as  several  additional 
systems,  during  the  year  analyzed.     In  this  regard,   it  is  interesting 
to  note  that  those  states  which  do  not  have  an  MMIS  have  a  much 
smaller  proportion  of  their  administrative  costs  allocated  to 
EDP.     For  example,  Maine's  EDP  percentage  is  11.6  percent  and  the 
EDP  percentage  for  Illinois  is    4.7.    In  fact,  the  cost  of 
Virginia's  EDP  allocation  was  almost  fifty  percent  more  than 
Illinois'  EDP  allocation.     Washington,  which  had  an  MMIS  for 
only  part  of  the  year  studied,  also  had  a  low  percentage  (9.4) 
of  administrative  costs  allocated  to  EDP. 

The  personnel  costs  of  consultants,  both  medical  and 
management  and  fiscal  agents  are  not  included  in  personnel  costs, 
but  are  included  as  "other"  costs   (consultants)   or  data  proces- 
sing costs   (fiscal  agents).     Thus,  the  "other"  cost  category 
consists  of  all  costs  other  than  personnel,  travel,  and  EDP, 
such  as  office  space,  utilities,  telephone  services,  postal 
services,  etc.     Since  outside  contractual  services  other 
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than  EDP  are  included  in  this  category,  the  extent  to  which 

such  services  are  used  by  a  state  agency  will  be  reflected  in  the 

amount  of  expenditures  classified  as  "other  .  " 

Another  source  of  variation  in  the  "other"  cost  category 
is  the  location  and  age  of  office  space  utilized  for  the  Medicaid 
program.     For  instance,  Medicaid  program  personnel  may  be 
occupying  valuable,  though  old,  office  space.     In  this  case,  the 
cost  accounting  reflects  a  relatively  low  cost  for  this  resource 
because  little  depreciation  cost  can  be  claimed  on  older  building 
In  other  words,  the  accounting  cost  may  be  much  less  than  the 
economic  or  opportunity  cost  of  the  office  space. 

Tables  III-2A  and  2B  and  Exhibit  III-2  demonstrate  the 
allocation  of  Medicaid  administrative  costs  among  nine  func- 
tional areas.     For  the  six  states  in  total,   four  of  the  nine 
areas   (general  administration,  recipient  services,  provider 
services,  and  claims  processing),  receive  approximately  87 
percent  of  total  costs.     Surveillance  and  utilization  review  is 
the  next  largest  area  with  a  weighted  average  of  9.3  percent 
and  an  unweighted  average  of  9.4   percent.     The  remaining  func- 
tional areas  of  cost  settlement,   fraud  control,  and  third-party 
liability  had  a  combined  weighted  average  of  only  3.7  percent. 

An  average  of  approximately  11    percent  of  total  admini- 
strative costs  was  allocated  to  general  administration  for  the 
six  states  in  total.     The  allocations  for  Maine   (19.9  percent) 
and  Illinois   (13.7  percent)  were  higher  than  average;   these  two 
states  were  the  only  states  in  the  study  without  the  equivalent 
of  an  MMIS. 
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TABLE  III-2A 

Medicaid  Administrative  Cost  by  Functional  Area  and  by  State 

(in  dollars) 


r  u 

H  C  T    1  0 

N   A  1. 

AREA 

STATE 

Om-tnl 

n.l»lnU- 
■  ml  Im 

Tr*l»f«j| 

■*r  1  plt*l 

!b>r»lcf>a 

r,n»t.lfr 

rlatpN 

t.l.rlllMCt 

lit  llltat  l»n 
■-vlrw 

TI>ltJ<r«rlr 
I  InMllty 

'  "-< 

RH  1  ll'Ml'M 

TOTAL 

($1 

'$> 

(?) 

(S) 

(S) 

($) 

(5) 

(5) 

(S) 

(S) 

ILLINOIS 

5,112,211 

1 ftl , 

19,067,242 

4,694,116 

1,925,872 

4,018.197 

669, 161 

914,656 

18,806,260 

VIROINIA 

1  ,04'i,121 

10,910 

5,  774,066 

680,715 

2,180,182 

582,660 

24.096 

60, 109 

196,052 

10,417,411 

WASIIINCTON 

87  7,204 

19.R61 

5, 101,797 

2,  1/0,164 

1 ,815, 851 

968  .  1  5', 

98.040 

7.  SC.'. 

146,658 

12,600,4  78 

ARKANSAS 

140.574 

2, '.19, 699 

777,787 

1 ,517.555 

172.018 

50,067 

60.488 

5,5511, Jul 

MAINE 

516,177 

24,786 

125, I5R 

695,979 

818.685 

258, 718 

1 1 ,621 

51,866 

89.4  11 

2,5»4,U5 

UTAH 

185,550 

2,971 

1 ,126,791 

94 1 , 664 

1 ,000,249 

668, '.91 

11  ,41? 

81 ,96 1 

126,586 

4, 167.61  1 

TOTAL 

R,277  ,R'.5 

222,507 

11.564,755 

10,162,190 

12,2  7  8,196 

6.888,760 

215,718 

86  7.846 

1 ,751.871 

,  1  S9,  1  1(1 

TABLE  III-2B 


Medicaid  Administrative  Cost  by  Functional  Area  and  by  State 
(in  percentages) 


1 

STATS 

Immit 

Stem 

TOTAL 

Iiim*^m 

ILLINOIS 

13.7! 

0.41 

49.12 

12. IS 

10.  IX 

io.:-: 

1.7; 

100.0* 

VIRGINIA 

10.  0 

0.1 

5m. 9 

6.5 

20.2 

5.5 

0.2 

0.6 

1.9 

100. OS 

'WASHINGTON 

7.0 

0.2 

40.5 

18.3 

22.3 

1  J 

0.8 

0.0 

:oo. o: 

ARKANSAS 

6.1 

_ 

43.6 

14.0 

27 , 6 

6.7 

0.9 

ioo.o'; 

MAIN'S 

19.9 

0.9 

4.3(1) 

26.3 

31.6 

10.0 

O.i 

2.1 

3.5 

100 . 01 

UTAH 

4.5 

0.1 

27.0 

22.6 

24.0 

a 

16.0 

0.5 

2.0 

3.0 

ioo . o: 

WEIGHTED  AVERAG2 

LI .  2 

0.3 

45.3 

13.7 

16.5 

9.3 

0.3 

1.1 

ioo.o: 

UNWEIGHTED 
AVERAGE 

10.2* 

o.j: 

36. 7Z 

16.8: 

22.  St 

9.4: 

0.5: 

i.i: 

ioo. o: 

CD     Does  not  include  eligibility  determinacion  coses  of  chose  recipients  wno  are  categcricallv 
eli^ible . 

(2) 

Includes  cost  of  PACE  project  (ambulatory  care  review;   and  PSRO  Review  System. 
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EXHIBIT  III-2 
MEDICAID  ADMINISTRATIVE  COSTS  BY  FUNCTIONAL  AREA 


WEIGHTED  AVERAGE 


100 


Cost  Settlement 
Fraud  Control 
3rd-Party 
Liability 


Admlnis- 
t  rati  on 


80- 


SIX  STATES:     UNWEIGHTED  AVERAGE 


10.21 


Cost  Settlement 
Fraud  Control 
3rd-Party 
Llabititv 


Adminis- 
trat J  on 
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The  six  states  allocate  an  average  of  0.3  percent  of  total 
costs  to  training;   in  the  five  states,   excluding  Illinois,  the 
allocation  ranges  from  $24,286  down  to  zero. 

Only  4.8  percent  of  Maine's  administrative  costs  are 
allocated  to  recipient  services,   in  contrast  to  the  weighted 
average  of  45.3   percent,  because  Maine  does  not  allocate  the 
costs  of  eligibility  determination  for  categorical  recipients 
to  the  Medicaid  program.     All  other  states  allocate  approximately 
40  percent  of  total  costs  to  recipient  services;  ranging  from 
54.9  percent  in  Virginia,  to  27.0  percent  in  Utah. 

The  allocation  for  provider  services  ranges  from  a  high 
of  26.8  percent  in  Maine  to  a  low  of  6.5  percent  in  Virginia, 
with  an  average  allocation  of  13.7  percent.     The  dollar 
allocation  for  each  of  the  four  states  of  Utah,  Arkansas,  Maine, 
and  Virginia,  ranges  from  $943,664    to  $680,215  indicating 
there  may  be  a  high  fixed  cost  in  relating  to  the  providers  in 
these  states. 

The  allocation  to  the  claims  processing  function  is  a 
weighted  average  of  16.5  percent,  and  an  unweighted  average  of 
2£_.-6   percent.     The  individual  state  allocations  range  from  a  high 
of  31.6  percent  for  Maine,  to  a  low  of  10.1  percent  for  Illinois. 
The  percentage  allocations  for  the  four  states  with  the  equiva- 
lent of  an  MMIS  range  from  27.6  percent    (Arkansas)   to  20.2  per- 
cent  (Virginia) . 

Illinois  and  Maine  do  not  have  an  MMIS,  yet  their  per- 
centage allocations  to  claims  processing  are  the  lowest  and 
the  highest,  respectively,  of  the  six  states.     There  are  two 
apparent  reasons  for  this: 

1.     There  is  a    high  fixed  cost  to  developing  and 

operating  a  claims  processing  system,  and  Illinois 
processes  more  claims  than  any  state  in  the  study,  . 
and  Maine  processes  the  fewest  claims. 
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2.     Maine's  claims  processing  system  is  essentially 
manual,  with  a  mechanized  check-writing  function. 
On  the  other  hand,   Illinois'  claims  processing 
system  is  mechanized,  but  does  not  have  all  of  the 
special  features  of  an  MMIS. 

Therefore,   Illinois  achieves  economies  of  scale,   as  well  as 
simplification  through  mechanization  without  the  special  fea- 
tures of  an  MMIS.     It  would  be  interesting  to  review  the 
allocations  for  these  two  states  after  they  implement  the  MMIS. 

With  regard  to  the  surveillance  and  utilization  review 
category  in  Table  III-2B,  Utah  devotes  a  much  greater  percentage 
of  its  administrative  costs  to  this  category  than  does  any  other 
state    (16.0  percent  compared  with  a  weighted  average  of  9.3 
percent) .     Virginia  devotes  the  least  amount  compared  to  the 
other  states,  with  a  figure  of  only  5.6  percent  for  this 
category.     Utah's  high  percent  for  surveillance  and  utilization 
review  reflects  the  costs  of  that  state's  PACE  project  for 
ambulatory  care  review  and  PSRO  development. 

A  weighted  average  of  0.3  percent,  and  an  unweighted  aver- 
age of  0.5  percent  of  total  costs  were  allocated  to  third-party 
liability.     Actual  dollars  allocated  ranged  from  $98,040  in 
Washington  to  zero  in  Illinois   (Illinois  has  subsequently 
developed  a  third-party  liability  program) . 

An  average  allocation  of  1.1  percent  to  fraud  control  is 
somewhat  misleading.     Maine    (with  an  allocation  of  2.1  percent), 
Utah   (2.0  percent),  and  Illinois   (1.7  percent)   have  relatively 
higher  allocations,  while  Washington   (less  than  .1  percent)  had 
a  low  allocation,  and  Arkansas  had  no  allocation  to  this 
functional  area. 

The  allocations  to  the  cost  settlement  and  audit  function 
averaged  approximately  2.4  percent,  with  a  high  of  3.5  percent 
in  Maine,  to  a  low  of  1.1  percent  in  Arkansas. 
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Table  III-3  shows  the  number  of  full-time  equivalent    (FTE ) 
staff  according  to  the  nine  functional  areas. 


TABLE  1 1 1-3 

Personnel  Allocation  by  Functional  Area  and  by  State 
(Number  of  FTEs) 


STATE 

FUNCTIONAL  AREAS 

TOTAL 

linkn 

CHIP.I 

ILLINOIS 

257.0 

7.8 

1,110.9 

180.7 

247.5 

71.1 

34.  7 

9.1 

1,916.8 

VIRGINIA 

16.  8 

0.6 

370.9 

37.4 

23.9 

62.2 

1.8 

3.3 

9.9 

526. s 

WASHINGTON 

23.9 

0.7 

332.4 

125.5 

108.2 

35.7 

6.6 

0.1 

15.3 

6-8.4 

ARKANSAS 

12.2 

236.2 

54.  a 

11.4 

15.6 

3.5 

337  .5 

MAINE 

16. 4 

1.3 

9.8 

41.5 

30.5 

14.5 

0.4 

7.1 

123.  : 

UTAH 

4.1 

0.1 

47.8 

40.3 

28.9 

5.7 

1.5 

2.3 

0.1 

130. o 

TOTAL  FTE' s 

330.4 

10.5 

2,108.0 

480.2 

450.4 

204.8 

14.5 

42.0 

45.0 

3 , tot .  - 

Of  the  six  states  in  the  study,   Illinois  had  the  largest  program 
(more  than  $831  million  in  MAP )   and  more  than  half  of  the  FTEs 
in  the  six  states  in  total  were  in  this  state    (during  the  year 
reviewed,   Illinois  did  not  use  a  fiscal  agent  and  did  not  have 
an  MMIS) .     Virginia,  Washington,  and  Arkansas  had  Medical  As- 
sistance Payments  ranging  from  $200  million  to  $132  million; 
FTEs  were  526.8    (Virginia),  648.4  (Washington),  and  337.9 
(Arkansas) .     During  the  year  reviewed,   both  Arkansas  and  Virginia 
had  a  fiscal  agent  and  the  equivalent  of  an  MMIS;  Washington 
operated  its  own  non-MMIS  during  part  of  the  year,   and  had  a 
fiscal  agent  operate  an  MMIS  during  the  remainder  of  the  year. 
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Maine   ($74  million  in  MAP)   and  Utah   ($51  million  in  MAP) 
had  smaller  programs  with  123.7  FTEs  in  Maine  and  130.8  in  Utah. 
Neither  Maine  nor  Utah  utilize  a  fiscal  agent.     However,  Utah 
has  an  MMIS,  while  Maine  does  not. 

Table  III-4  shows  average  personnel  costs  per  functional 
area  for  eac:    of  the  six  states.     Average  personnel  costs  (sal- 
aries and  fringe  benefits)   in  all  six  states  were  $12,393,  ranging 
from  a  high  of  $16,095    in  Utah,   to  a  low  of  $8,935  in  Arkansas. 
The  functional  areas  with  higher  average  personnel  costs  were 
training   ($15,927),   fraud  control   ($15,296),  general  administration 
($14,857),  and  surveillance  and  utilization  review   ($13,727),  while 
claims  processing    ($9,861)   had  the  lowest  average  personnel  cost. 

Table  III-5  displays  the  allocation  of  Medicaid  admini- 
strative costs  by  type  of  provider.     The  table  demonstrates  a 
fairly  high  degree  of  variability  in  cost  allocations  for  admin- 
istering provider  services  across  states,  as  seen  in  the  wide 
differences  between  weighted  and  unweighted  averages  for  some 
provider  categories.     A  few  extreme  variations  are  worth  noting 
as  well,  including: 

•  Washington's  4  2.4  percent  allocation  for  EPSDT 

•  Maine's  16.3  percent  and  Virginia's  17.7  percent 
for  the  physician  category 

•  Virginia's  15.1  percent  for  pharmacy 

•  Washington's   16.6  percent  for  the  "other"  category 

•  Virginia's  8.6  percent  for  dental. 

These  figures  are  generally  reflective  of  a  given  type  of  pro- 
vider service  playing  a  larger  role  in  the  state's  overall  Medicaid 
program.     Washington's  large  16.6    percent  for  the  "other"  category 
is  primarily  attributable  to  its  relatively  large  mental  health 
program,  and  Virginia's  high  dental  allocation  is  due  to  that 
state's  separate  dental  program  under  Medicaid.      The  allocations 
to  EPSDT  for  Illinois,  Washington,  and  Utah  contrast  sharply  with 

the  very  small  allocations  in  Virginia,  Arkansas,  and  Maine. 
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TABLE  1 1 1-4 

Average  Personnel  Costs  by  Functional  Area  and  by  State 
(in  dollars) 


K) 

00 


r  u 

N  C  T  1  0 

N    A  1. 

A    K    E  A 

AVI KAOE 

COST  I'ER 
.STATE 

STATE 

MblaU- 
itm 

1  r  ii  1  n  1  ii| 

Rai*  l I .  ni 

rrnvLlr, 

I'litlM 
rim  i**nlnt 

 1 1 1  in  ■  ' 

•  ml 

IN  IIIlM  Inn 

TliUil-faftr 
M utility 

EMIt«l 

riml 

Rfl  1  1 

ILLINOIS 

$13,516 

SI  -1,717 

$11,159 

$14,162 

$  9.  127 

$12,979 

$12,717 

$1  1,509 

$12,9  14 

VIKU1NIA 

15,251 

14,02  1 

12,298 

11,449 

111,482 

6,672 

$10,168 

16,452 

11,422 

1 1 .590 

WASHINGTON 

IB,  764 

17.  192 

12,221 

1  1.0  IB 

111.64  1 

20. 154 

11,72  1 

14.0116 

17,018 

12.918 

AKKANSAS 

12.145 

8,528 

9,571 

9.  718 

9,424 

9,058 

10,415 

8,9  15 

MA  INK 

11,161 

11.190 

11, «41 

II'.  HI  II 

6,906 

1 1 .481 

12,414 

1  1,3*7 

1 2  ,140 

10,204 

UTAH 

IH.IIHII 

21  ,292 

14,057 

20.291) 

12,085 

2  1  , '.  5  1 

11,44 1 

19,858 

17,5  11 

16,095 

UNWEIGHTED 

AVERAGE 

$14.85/ 

5  15,  '12  7 

SI  1  ,'I84 

$1  1.255 

$  9.86  1 

SI  1.727 

$11 ,401 

$15. 296 

$11,673 

$12,191 
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TARLE  1 1 1-5 

Medicaid  Administrative  Costs  by  Type  of  Provider 
(in  percentages) 


f  R  O  V 

I  II  E  It 

GATE 

CORY 

STATU 

EPSDT 

I'll  ys  1  c  1  (Ml 

K.i  m  1  1  y 
PI  null  1  UK 

Pliurro.icy 

radiology 

und 
Radlulogy 

IIMO'a 

Clinic 

IIUH|tit<ll 

I.TC 

Dental 

Other 

TOTAL 
AHi  II  INT 

ILLINOIS 

19.5* 

i.tn 

5.  97. 

2.  12 

I.M 

O.HZ 

1.51 

60 .  Ill 

2.  nr. 

2.5% 

54.694,  181, 

VIRi.l  NIA 

1.1 

17.  7 

15.1 

0.  J 

2.2 

4  1.4 

8.6 

1.6 

680,215 

WASHINGTON 

42.4 

1.6 

0.1 

5.0 

12.6 

1  .  7 

16.6 

2 , J70,  164 

ARKANSAS 

1.3 

5.5 

0.  1 

2.9 

0.5 

0.8 

2.  1 

t.9 

74.9 

4.4 

2.4 

7/7, 782 

MA  INK 

0.  1 

16.1 

3.8 

6.9 

67.8 

1  .6 

1.5 

695,9/9 

UTAH 

26.2 

1.7 

(1.2 

1.7 

11.2 

0.8 

1  .0 

56.7 

4.  7 

4.8 

941,61,4 

WEIGHTED  AVERAGE 

21  .■> 

5.2 

2.7 

2.7 

(1.06 

II. '1 

0.6 

2.9 

5J.9 

2.11 

h.  7 

unweighted 
avicrage 

i  'j  .  i  % 

II.  HZ 

7.'.% 

U.U 

0.5Z 

o.  n 

I.6Z 

55. 97. 

1.8% 

5.2% 

Table  III-6  presents  summary  data  and  cost  indicators  for 

the  six  states.     The  average  administrative  cost  per  recipient 

* 

on  line  4  was  S42.98    varying  from  a  low  of  $20  .57  per  recipient 
for  Maine  to  a  high  of  $69.63   per  recipient  for  Utah.  The 
average  eligibility  determination  cost  per  recipient  of  $9.83* 
ranged  from  a  high  of  $16.94  in  Utah,  to  a  low  of  69   cents  in 
Maine   (where  the  eligibility  costs  for  categorically  eligible 
recipients  are  not  allocated  in  the  Medicaid  program) . 

The  average  ratio  of  surveillance  and  utilization  review 

* 

(SUR)   costs  to  claims  processing  costs  was  0.56    ranging  from  a 
high  of  1.03   (Illinois)   to  a  low  of  .24    (Arkansas).  Similarly, 
the  percentage  of  SUR  costs  to  total  MAP  was  0 . 47* percent  in  all 
six  states,  ranging  from  a  high  of  1.31  percent   (Utah)   to  a  low 
of  0.28  percent  (Arkansas). 

Tables  III-7A  and  III-7B  present  a  summary  of  the  federal 
share  of  administrative  costs  by  functional  area.     Table  III-7A 
displays  the  federal  dollar  amounts  and  Table  III-7B  displays 
the  percentage  distribution  of  federal  reimbursement  among  the 
nine  functional  areas  for  each  state.     The  distribution  of 
federal  reimbursement  shown  in  Table  III-7B  corresponds  closely 
to  the  distribution  of  total  administrative  cost  by  functional 
area,  presented  in  Table  III-2B. 

If  the  federal  reimbursement  percentages  were  the  same  for 
all  states,  Tables  III-2B  and  III-7B  would  be  identical.  When 
the  percentage  in  a  given  cell  of  Table  III-7B  is  greater  than 
the  corresponding  percentage  of  Table  III-2B   (e.g.,  provider 
services) ,  that  functional  area  is  receiving  greater  federal 
reimbursement  via  the  special  FFPs.     When  the  opposite  is 
true,   i.e.,  the  entry  in  Table  III-7B  is  lower  than  the  entry 
in  Table  III-2B   (e.g.,  recipient  services),  the  functional  area 
is  primarily  reimbursed  at  the  standard  50  percent  FFP .  This 
result  is  shown  more  clearly  in  Table  III-8A. 

 3C  

Weighted  averages. 
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TABLE  III-6 

Summary  Data  and  Cost  Indicators 


INDICATOR 

ILLINOIS 

VMICINIA 

WASHINCTON 

ARKANSAS 

UTAH 

L.     Tot.il   A.lm  In  1  s  t  rnt  1  ve  tloqls 

$38,806,260 

$10,4  12.41 1 

$12,600,4711 

55.558,20  1 

$2,594,125 

$4,167,6  11 

2.     KllftlhlHty  Del  crmln.-it  Inn  Cost  h 

$18,874,706 

$  5,3111,761 

$  '.,  767,562 

$7,360, 897 

(1 

$  86.R4H 

$1 .KI4.097 

1.     Anminl   Niiml.er  of  RorlnlenlH 

1 , 140,221 

120,  166 

7R5.5RO 

270,979 

176.091 

'.n.H'.s 

4.  Average  Allnlnlnt  rat  Ivc  Cont 
Pet  Recipient 

5.  Eligibility  Determination 
Cost   Per  Recipient 

S  M.01 
S  16.51 

$  17.56 
S  16.6'. 

$  '.'..17 
$  16.1,8 

$  75.16 
$  10.69 

$  70.57 
$  -ft9 

$  (.9.61 
$      It..  9'. 

6.     Claim.)  Ptnrenslne,  CnRta 

S  1.925.R72 

$  2,IRO,IR2 

$  7.RI5.R51 

$1  .5I7.5-.5 

$  RIR.6R5 

$1  .1111(1,249 

7.     Surveillance  noil  Utilisation 
Review  (SUK)  Cnr.lH 

S  4,01a, 197 

$  SH2.660 

S  968,154 

$     1/7,  (1IH 

$  258.718 

$     (.68, 491 

8.     Ratio  of  S1IR  Contn  to  Claims 
Process InR  Costs 

1.01 

.27 

.  V, 

.24 

.12 

.67 

9.     Percent  MAP  Spent  on  KIIR 

.*« 

.29Z 

.551 

.  78r: 

.  152 

1  .  11? 

(1)     The  RIIrIIiMHv  Costs   for  Oil  cgor  I  en  I  ly  I  1  I  r  I  M  .    Recipients  ire  not   a  1  lnc.il  eil  to  I  lie  McdcaM  program  In  Milne. 

NOTE:     To  assure  .  ompn  rait  1 1  ( t  y  across  ntaton  the  Itmliinl  lefltetl  niiml.er  of   reclplentfl  was  obtained   (mm  Medicaid  St  .it  1st  lea. 
Fiscal   Vi-.ir   1976.  tllllU  Publication  Number  SRS  77-01154.  Hnlrli  \"7I. 
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TABLE  III-7A 

Distribution  of  Federal  Reimbursement  by  Functional  Area 
( in  dollars) 


F  U 

N  C  T    1  (P 

N   A  1. 

AREA 

STATK 

Onrritl 

M»t*il*- 
Iratlna 

RcrtpleM 

rio-Mrr 

p,,..  rMInt 

Ml 
111  II  1  ml  l»fl 

Rrvlrw 

VMrJ**Mtf 

1  I'MUt? 

Innt 
Rfl 1 l,>»nt 

TOTAL 

ILLINOIS 

$1,072,002 

$121,11'. 

$  9,116,706 

$1,214,171 

$2,001 ,  11 1 

$2,016,711 

$110,918 

$467,128 

$20,840,401 

VIRGINIA 

H6,  i<m 

2. RBI ,114 

411,111 

1 ,091 ,01 7 

11  1  ,818 

12,126 

28,081 

102,272 

1,4  2 1,400 

WASHINGTON 

511,666 

'1,117 

2,556,811 

1,1  10,644 

1 ,116,404 

706,878 

'.9,020 

1  ,271 

18  1,8  18 

6,  710,465 

ARKANSAS 

211,211 

1 ,209,850 

1  14 , 260 

1 ,085,219 

262,546 

25,014 

11, 119 

1,  IR1.499 

MAINE 

279, 127 

1  7 , 10'. 

64.568 

519,114 

41 7,961 

1 72,052 

7,189 

2R ,  180 

'•4,717 

1 ,150,814 

UTAH 

142. 7IR 

2, 121 

650,416 

607,711 

771.494 

440,101 

1  7,84  1 

5  1,281 

6  1 , 601 

7.70  1,140 

TOTAL 

$4,821,111 

5117, Rin 

-.16,899,047 

$6, 499, 'ill 

$6,8I7,'..'R 

51,910,170 

$11 1 ,410 

$461 ,91  1 

$895,1 19 

$40,61 1,919 
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TABLE  III-7B 

Distribution  of  Fedora!  Reimbursement  by  Functional  Area 
( in  percentages) 


F  U  N  C 

T  I  O  N  A  L 

ARE 

A  S 

STATE 

G—mtml 
trotioa 

Training 

!<ivtcii 

Prt>«ld*f 

Clotna 

1ur».l 1 Itnr, 

Utilisation 

Llafcllltf 

Fraud 

Control 

■  ■•«  1 
Wttlawnt 

TOTAL 

ILLINOIS 

14.7% 

0.6% 

45.8% 

15.6% 

9.6% 

9.8% 

1.7% 

2.2% 

100.0% 

VIRGINIA 

9.9 

0.1 

53.1 

8.4 

20.1 

5.8 

0.2 

0.5 

1.9 

100.0% 

WASHINGTON 

8.3 

0.1 

38.1 

16.8 

22.6 

10.5 

0.7 

0.0 

2.7 

100.0% 

ARKANSAS 

6.9 

35.8 

15.8 

32.1 

7.7 

0.7 

1.0 

100.0% 

MAINE 

18.0 

1.1 

4.2 

33.5 

27.0 

11.0 

0.5 

1.8 

2.9 

100.0% 

UTAH 

5.3 

0.1 

24.0 

22.5 

26.8 

16.3 

0.7 

2.0 

2.3 

100.0% 

WEIGHTED  AVERAGE 

11.9 

0.4 

41.6 

16.0 

16.8 

9.7 

0.3 

1.1 

2.2 

100.0% 

UNWEIGHTED 
AVERAGE 

10.5% 

0  .  3% 

33.5% 

18.8% 

2  3.0% 

10.2% 

0.5% 

1.0% 

2.2% 

100.0% 
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TABLE  III-8A 

Federal  Expenditures  Per  Functional  Area  as 
of  Total  Administrative  Expenditu 
(in  percentages) 


STATE 

c.n.r.1 

Arfafntn- 
Irnt Inn 

Ttnlnlnn 

F  U  N  C 

Service* 

T   I  0  N 

prn.lJnr 
3«r*fc«« 

A  1. 

CI. l-> 

rin....ln« 

A    K  r. 

'MnlllHr. 

MtlitHlnn 

t\  J 
l.lafcltltf 

Cantr»l 

TOTAL 

ILLINOIS 

57.07. 

73.9% 

50.0% 

69.3% 

51 .0% 
51.8 

50.4% 
53.5 

51.2 

52.5% 

50.0% 

53.7% 

VIRGTNTA 

51.1 
63.3 

62.  1. 
50.0 

50.  3 
50.  L 

66.6 
47.7 

46.6 

52.  2 

52.0% 

WASHINGTON 

53.9 

73.0 

50.0 

50.0 

53.0 
55.2 

53 . 3% 
60.97 

ARKANSAS 

69.1 

50.0 

68.7 

70.6 

70.6 

50.0 

MA  INF. 

54.1 

72.  1 

51.6 

74.6 

51  . 1 

66.5 

61  .9 

52.7 
65.0 

50.0 
50.3 

59.8% 
64 . 97 

UTAH 

76.9 

72.  a 

57.7 

64.4 
63.4 

72.5 

65.8 

56.8 

WEIGHTED  AVERAGE 

58.2 
62 . 1  X 

70.9 
66.27. 

50.3 
51  .6% 

55.7 

57. 1 

51  .6 

53.2 

51.0 

54.8% 

UNWEIGHTED 
AVERAGE 

65.2% 

58 . 57. 

63 . 3% 

54.07 

53.4% 

51  .9% 

57.47 

Table  III-8A  shows  the  federal  contribution  as  a  percentage 
of  total  administrative  expenditures  for  each  of  the  nine  func- 
tional areas.     The  greater  this  percentage,   the  more  the  state 
is  utilizing  the  special  FFPs  of  75,  90,  and  100  percent.  For 
example,  of  the  total  administrative  costs  expended  for  pro- 
vider services,  the  Federal  Government  contributed  a  weighted 
average  of    63.4  percent   (indicating  the    involvement  of 
skilled  medical  personnel    (75  percent  FFP)   and  the  skilled 
nursing  home  reviews   (100  percent  FFP)   in  this  function) .  At 
the  other  end  of  the  range,  recipient  services,  third-party 
liability,  and  cost  settlement  received  close  to  the  minimum 
50  percent  of  federal  support  in  each  of  the  six  states.  The 
highest  proportion  of  federal  support  for  administrative  costs 
was  found  in  Utah,  where    64.9  percent  of  administrative  costs 
was  reimbursed  by  the  Federal  Government;   the  lowest  proportion 
was  found  in  Virginia,  with  52.0  percent. 

Table  III-8B  presents  total  administrative  expenditures 
as  a  percentage  of  Medical  Assistance  Payments   (MAP)   for  each 
functional  area  in  each  of  the  six  states  studied.     This  table 
provides  a  perspective  on  the  magnitude  of  administrative 
expenditures.     Medicaid  administrative  costs  ranged  from  3.48 
percent  of  MAP  in  Maine,  to  8.15  percent  of  MAP  in  Utah,  with 
a  weighted  average  of  5.43  percent  for  all  six  states.  Size 
of  state,  as  measured  by  total  MAP,  does  not  appear  to  have 
any  consistent  relationship  to  proportionate  administrative 
expenditures.     Similarly,  no  consistent  pattern  appeared  when 
the  federal  share  of  administrative  costs   (Table  III-8A)  was 
looked  at  against  administrative  expenditures  as  a  percentage 
of  MAP    (Table  III-8B) . 
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TABLE  III-8B 


Total  Administrative  Expenditures  as  a  Percent 
of  Medical  Assistance  Payments  (MAP) 
(in  percentages) 


STATE 

FUNCTION'  k  '            ■-.  \  -   i  = 

COSTS 

Ti     ii  ii 

hwii  ii 

ILLINOIS 

.64J 

.02: 

2.29Z 

.56: 

0.47J 

0.49: 



.oa: 

.11: 

4.66: 

VIRGINIA 

.52 

.00 

2.36 

0.34 

1.09 

0.29 

.01 

.03 

.10 

5  212 

WASHINGTON 

.50 

.01 

2.91 

1.35 

1.60 

1  

0.53 

.06 

.00 

.20 

7.ia: 

ARKANSAS 

.16 

1.33 

0.59 

1.16 

0.2S 

.04 

.05 

4.21: 

MAINE 

.  69 

.J3 

0.17(1) 

0.93 

1.10 

0.35 

.12 

3.4=: 

UTAH 

.36 

.01 

2.20 

1.35 

1.96 

(2 
1.30 

.06 

.16 

.25 

8.151 

WEIGHTED  AVERAGE 

.57 

.02 

2.30 

0.  69 

0.84 

0.  47 

.01 

.06 

.12 

5.48: 

UNWEIGHTED 
AVERAGE 

.491 

.04: 

2.042 

0.941 

1.23S 

0.54: 

.03: 

.06: 

.  14* 

5.45: 

(1)    Maine  coses  exclude  enrollment  of  categorically  eligible  recipients. 


Utah  utilization  review  coets  include  PACE  Project  (ambulators  care  review)  and  PSRO 
development  —  without  these  costs,  percentage  for  surveillance  and  utilization 
review  would  be  .54;. 


Table  III-9A  summarizes  the  sources  of  revenue  which  fund 
Medicaid  administrative  costs.     Sources  of  revenue  are  federal 
Title  XIX,  other  federal,  state,  and  other.     Except  in  Maine, 
Washington  and  Utah,  no  revenues  were  identified  beyond  federal 
Title  XIX  and  State  funds. 

In  Maine,  other  revenue  was  derived  from  provider  licensing 
fees.     In  Washington,  two  other  federal  sources  of  revenue 
were  identified,  a  U.S.  Department  of  Commerce  grant  and  an 
allocation  of  quality  control  costs  to  the  Food  Stamp  Program. 
In  Utah,  Title  IV-A  and  Title  XX  funds  were  used  to  support 
administrative  costs  of  the  EPSDT  program. 
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TABLE  III-9A 

Summary  of  Revenues  for  Medicaid  Administration,  by  Source 
(in  dollars) 


STATI 

SOURCE 

TOTAL 

Federal 

Title  SU 

Other 
Federal 

State 

Other 

ILLINOIS 

S20. 840,401 

Sl7.965.359 

S38.S06.260 

VIRGINIA 

5,422.-01 

5. 009, 010 

10,-32.411 

HASHEtGTOS 

i. 715.465 

S  972.962'*) 

4  Q17  051 

l2.MO.i7i 

ARKANSAS 

3.285,499 

 =  

5.558.203 

MAIXZ 

1.527.324 

1 ,339 , 57? 

2.594,123 

UTAH 

2, 703,340 

199,752!3) 

1.3S4.MI 



4,167,6:3 

TOTAL 

$40,600,130 

Si, 172, 714 

S32.366.S42 



S74.159.110 

(i;     Includes  584,248  in  quality  control  costs  charged  to  the  rood  Stan; 

prograa  during  first  half  of  fiscal  year;  and  S885.714  froo  Department 
of  Commerce  (grant  to  implement  EPSDT  prograc:)  . 


(1)     Provider  licensing  fees. 

(3)     Includes  S99.630  from  Title  IV-A  and  5100,122  from  Title  SS,  u; 
fund  administrative  coats  of  the  EPSDT  program. 


Exhibit  III-3,  on  the  following  page,  illustrates  the  above 
summary  of  revenue  sources  in  percentages  for  each  state. 

Table  III-9B  displays  Medicaid  revenue  percentages  for 
administrative  costs  by  FFP  rate.     As  discussed  previously, 
the  standard  FFP  of  50  percent  is  augmented  by  special  FFPs 
of  75,   90,  and  100  percent.     When  costs  were  not  reimbursed 
by  the  federal  Medicaid  program,  they  are  included  in  the  zero 
percent  FFP  column.     In  addition  to  the  sources  described 
above,  Virginia  and  Maine  allocated  certain  state  funds  to  the 
Medicaid  program. 

The  proportion  of  total  revenues  at  higher  FFP  rates  is  a 
reflection  of  a  state's  allocation  of  resources  to  functions 
which  are  reimbursed  at  a  higher  rate.     For  example,  only  8.0 
percent  of  Virginia's  Medicaid  administrative  costs  were 
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EXHIBIT  III-3 

SOURCES  OF  REVENUE  FOR  MEDICAID  ADMINISTRATIVE  COSTS 


DO 


52.0% 


7.  7%l 


48.0? 

53.3% 


39.0% 

Illinois 


Virginia 


Wash Ington 


60.  9% 


39.1%  SkS? 

Arkansas 


Maine 


4  .  8% 


III  . > 1 1 


[~]    Federal  Title  XIX 


|:::]  State  Funds 
■  Other 


reimbursed  at  an  FFP  rate  above  the  minimum  50  percent,  while 
60.8  percent  of  Utah's  costs  were   reimbursed  at  FFP  rates 
above  50  percent.     This  ties  in  with  the  figures  in  Table 
III-8A,  which  show  Utah  receiving  the  highest  proportion  of 
federal  support  and  Virginia  the  lowest,  for  Medicaid  adminis- 
tration.    Exhibit  III-4  displays  a  summary  of  Medicaid  adminis- 
trative expenditures  by  FFP  rate. 


TABLE  III-9B 

Total  Medicaid  Revenue  by  FFP  Rate  and  State 
(in  percentages) 


90; 

755 

0: 

TOTAL 

m 

FF? 

FF? 

FTP 

FF? 

RIVErjE 

ILLINOIS 

2.41 

3.1! 

5.:; 

89.4! 

-  100! 

VIRGINIA 

I., 

6 . 5 

91.3 

0  . 7 

IOO: 

Washington 

4  .a 

0.6 

18.0 

68.9 

7.7 

■ 

loo: 

ARKANSAS 

3.2 

37 . 2 

59. s 

100! 

MAIN! 

7.6 

24.6 

67.5 

0.3 

IOO; 

LTAS 

7.0 

2.1 

51.7       !    34 . 4 

4.3 

 1 

100! 

WEIGHTED  AVERAGE 

3.2 

1.8 

80.1 

1  •  7 

ioo: 

UNWEIGHTED  AVERAGE 

".41 

l.o: 

23  .  J- 

68.  s; 

100! 

Analysis  of  the  data  does  not  demonstrate  conclusively 
whether  or  not  FFP  incentives  have  been  successful  in  encour- 
aging certain  activities  on  the  part  of  the  state  Medicaid 
agencies.     All  states  received  some  reimbursement  at  the  100 
percent  level,  but  Maine  (7.6  percent)   and  Utah   (7.0  percent) 
received  considerably  more  than  the  weighted  average  of  3.2 
percent,  presumably  due  to  the  more  extensive  licensing  pro- 
grams in  these  states.     Only  Illinois,  Washington,  and  Utah 
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EXHIBIT  III-<1 
TOTAL  MEDICAID  ADMINISTRATIVE  COSTS  BY  FFP  RATE 


o 


Illinois 


Arkansas 


Virginia 


Ma  i  ne 


7.7% 


Washington 


/  3' 

1.4% 

;:;:;!;:60.8%:;K;:^^ 

Utah 


(7]  5«  ffp 

|= pi  75,  10,  100J  FFP 
■  01  FFP 


received  reimbursement  at  the  90  percent  level.  Illinois 
received  a  slightly  larger  proportion  at  this  level  (3.1 
percent)    since  it  administers  a  family  planning  program  in 
addition  to  its  involvement  in  the  development  of  an  approved 
MMIS.     Washington's  reimbursement  at  this  level  is  low 
(0.6  percent)  because  it  selected  a  fiscal  agent  with  an 
approved  MMIS  already  developed,   thus  minimizing  its  develop- 
ment costs. 

Table  111-10,  which  presents  revenues  by  FFP  rate  and 
functional  area,  provides  a  more  detailed  picture  of  the 
relationship  between  functional  areas  and  federal  reimbursement. 
The  functional  areas  of  training   (weighted  average  of  83.8 
percent  reimbursed  at  higher  FFP  rates)   and  provider  services 
(weighted  average  of  52.5  percent  reimbursed  at  higher  FFP 
rates)   are  the  areas  which  typically  receive  a  greater  federal 
contribution.     General  administration,  claims  processing, 
and  surveillance  and  utilization  review  were  also  reimbursed 
at  higher  FFP  rates  for  more  than  2  0  percent  of  total  expendi- 
tures.    By  referring  back  to  Table  III-2B,  it  can  be  seen  that 
the  states  which  received  a  greater  percentage  of  federal  funds 
(Utah  and  Maine,   for  example)   also  allocated  a  larger  propor- 
tion of  their  administrative  resources  to  high  FFP  rate 
functional  areas.     Maine  allocated  69  percent  of  its  resources 
to  the  areas  of  training,  provider  services,  claims  processing, 
and  surveillance  and  utilization  review.     Utah  allocated  63 
percent  of  its  resources  to  these  areas.     In  contrast,  Illinois 
and  Virginia  each  allocated  3  3  percent  to  these  functional 
areas . 

Clearly,  some  states  fared  better  than  others  in  terms 
of  receiving  higher  federal  reimbursement.     It  is  not  possible 
to  determine  whether  these  situations  are  the  result  of  a 
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TABLE  111-10 


Administrative  Costs  as  a  Function  of  FFP  Rates 
by  Functional  Area 
(in  percentages) 


FUNCTIONAL           AS--.  S 

*-~ 

T"~~ 

*,*■<*■* 
1 1— 

a*  km 

ILLINOIS 

sos  rr? 

75,90,4  100.  FT? 
local 

79.0! 
21.0 

ioo.o 

4.6! 
95.4 
100.0 

99.9! 
.1 
100.0 

46.0! 
54.0 
100.0 

96.1! 
3.9 
100.0 

98.3! 
1.7 
100.3 

90.2! 
9.3 
100.0 

100.0! 
100.0 

89.-! 
10.6! 
100.0! 

VISGI8IA 
5CS  FT? 

75,90,4  100!  FFP 
local* 

77.3 
17.0 
94.3 

52.0 
48.0 
100.0 

98.7 
1.3 

ioo.  a 

55.3 
4m  .  2 
100.0 

93.0 
7 . 0 
100.0 

85.9 

14.1 

100.0 

95.. 
4.6 
100.0 

30.0 
42.0 
72.0 

91.3 
3.7 
100.0 

92.0! 

7.9! 
99.9! 

WASHINGTON 
50!  FFP 

75,90,4  1001  rr? 

local* 

51.3 

s.a.: 

100.0 

100.0 
100. 0 

94.6 
3.5 
93.4 

40.: 

62.5 

84.6 
L5.4 
100.0 

7.9 
92.1 
100.0 

100.0 
100.0 

100.0 
100.0 

37.9 
12.1 
100.0 

68.9! 
"*3 . 4! 
92.2! 

ARKANSAS 

50:  FF? 

75,90,4  100:  FF? 
Total 

23.7 
76.3 
100.0 

100.0 
100.0 

48.  3 
51.7 
100.0 

82.3 
100.0 

17.7 
82.3 
100.0 

100.0 
100.0 

79.4 
20.6 
100.0 

59.6! 
40.4! 
100.0! 

MAINE 
50!  FT? 

75,90,6  1007.  FT? 
Tocai* 

83.3 
16.2 
100.0 

11 .  7 
86.3 
100.0 

93.6 
6.  4 
100.0 

29.3 
70.2 
100.0 

95.6 
100.0 

34.0 
66.0 
100.0 

52.6 

100.0 

45.3 
39.7 
35.5 

100.0 
100.0 

67.5! 
32.3! 
100.0! 

UTAH 
50!  FF? 

75,90, S  100!  FFP 
local* 

20.3 
79.7 
100.0 

8.7 
91.3 
100.0 

69.1 
30.9 
100.0 

9.8 
69.0 
78. 3 

9.9 
90.1 
100.0 

36.7 
63.3 
100.0 

72.3 
100.0 

40.0 
60.0 
100.0 

99.0 
1.0 
100.0 

34.:: 

60.3! 
100.0! 

WEIGHTED  AVERAGE 
501  FTP 

75,90,4  100!  FTP 
Tocal* 

72.6 
26.7 
99.3 

16.2 
85.8 
100.0 

97.9 
1.9 
99.3  ' 

36.3 
52.5 
89.3 

75.9 
24.1 
100.0 

72.0 
23.0 
100.0 

93.0 
7.0 
100.0 

80.9 
19.1 
100.0 

95.9 
4 . 1 
100.0 



30.0! 
19.37. 
99.3! 

UNWEIGHTED 
AVERAGE 

501  FTP 

75,90,4  100!  FTP 
Tocal** 

56.0 
43.1 
99.1! 

29.5 
53.8 
83.3! 

92.7 
7.1 
99.8! 

35.3 
54.9 
90.2! 

66.2 
33.8 
100.0! 

48.6 
51.4 
100.0! 

70.0 
13.2 
33.2! 

51.0 
25.3 
76.3! 

92.9 
7.1 
100.0! 

68.6! 
29.2! 
97.8! 

* — Total  does  not  ado  to  100Z  in  cases  where  certain  coses  have  OS  FT? . 
**— Unweighted  average  obtained  by  dividing  by  total  number  of  states  (6). 
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deliberate  effort  on  the  part  of  a  state  agency  to  respond  to 
federal  incentives  or  a  coincidental  result  of  a  state  program's 
particular  structure  and  activities.     The  planning  and  thinking 
involved  in  such  decisions  cannot  be  understood  by  purely  quan- 
titative analysis.     Chapter  IV,  which  presents    the    results  of 
discussions  with  directors  of  state  Medicaid  programs,  attempts 
to  answer  the  more  qualitative  aspects  of  this  question. 
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Virginia      -      Mr.  Frank  Sweeney,  Administrative 
(cont.)  Director 

Bureau  of  Medical  Assistance 

Department  of  Health 

Arkansas      -      Mr.  Allan  B.  Cooper,  Director 
Medical  Services  Section 
Division  of  Social  Services 

Utah  -      Mr.  Norman  Angus,   Deputy  Director 

Public  Entitlements 
Department  of  Social  Services 

Washington  -      Mr.  Richard  Ned  Nelson,  Chief 
Office  of  Medical  Assistance 
Department  of  Social  and  Health 
Services 

Maine  -      Mr.  William  Carney,  Deputy  Commissioner 

Health  and  Medical  Services 
Department  of  Human  Services 

Mr.  Raymond  Swift,  Deputy  Commissioner 
Regional  Administration 
Department  of  Human  Services 

Mr.  John  Fickett 

Director  of  Medical  Assistance 

Department  of  Human  Services 

These  discussions  generally  required  two  to  three  hours. 
We  wish  to  thank  these  participants  for  their  cooperation  in 
providing  the  necessary  insight  into  the  administration  of  the 
Medicaid  program. 


Adequacy  of  Functional  Area  Resources 


During  the  discussions  with  the  Medicaid  directors,  each 
of  the  functional  areas  was  discussed  in  detail.     For  each  area, 
the  directors  were  asked  to  rate  their  level  of  satisfaction 
with  the  present  performance  of  administrative  duties  using 
the  following  scale: 
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5  =  Exceptionally  well  satisfied 

4  =  Better  than  average 

3  =  Average 

2  =  Below  average 

1  =  Not  at  all 

The  results  of  this  ranking  are  set  forth  in  Table  IV- 1.  As 
shown  in  this  table,  the  average  ranking  for  all  functional 
areas  in  the  six  states  was  3.24,  or  slightly  above  average. 
The  directors  were  most  satisfied  with  their  efforts  in 
recipient  services   (eligibility  determination) ,  with  an 
average  ranking  of  4.00,  followed  by  provider  services  and 
claims  processing,  each  of  which  had  an  average  ranking  of 
3.67.     The  directors  were  least  satisfied  with  third-party 
liability   (2.33)   and  training  (2.83). 


TABLE  IV-1 

Ranking  of  Administrative  Duties  by  Functional  Area 


wflNlft           OF  5TATIS 

TOTAL 
FTMKTS 

ATCIACE 
POIKTS 
PCI  STATF 

FUNCTIONAL  AltA 

L*ce»(  lorn  !  1  7 

Well 

better 
tKw  Average 

Average 

Average 

Hot 
At  All 

BrntHl  Milnllttitlor 

1 

1 

1 

20 

j.ia 

Training 

1 

2 

17 

2.83 

Recipient  Service! 

1 

4 

24 

4.00 
J. 67 

Frnvidar  Service! 

4 

22 

Cluleaa  FroceeeLnt. 

4 

22 

3.67 

Surve U lance  end 
Utlllietton  Bevlev 

2 

2 

10 

3.00 

TVilrd  Pert*  liability 

1 

3 

1 

14 

2.33 

Freud  Control 

2 

1 

19 

3.17 

Cost  Settlement  —4  Audit 

2 

1 

19 

3-17 

Total  fceeir  of  Stataa 

2 

21 

20 

10 

1 

Total  Folate 

10 

Be 

M 

20 

> 

175 

1.24 
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The  average  rankings  for  all  functional  areas  in  each  of 
the  six  states  were  3.44,   3.44,   3.33,   3.22,   3.11,  and  2.89. 
The  directors  were  invited  to  comment  on  the  strengths  and 
weaknesses  of  each  of  the  functional  areas  in  their  state, 
and  to  describe  improvements  which  they  would  like  to  implement 
if  additional  resources  were  available.     Representative  com- 
ments for  each  functional  area  are  set  forth  in  Appendix  B. 
A  brief  summary  of  these  comments  follows. 

General  Administration 

The  average  ranking  for  all  six  states  was  3.33,  with  a 
range  from  exceptionally  well  satisfied  to  below  average.  In 
general,  the  directors  felt  they  were  doing  an  effective  job 
with  their  current  level  of  resources,  but  felt  a  need  to  do 
more.     Weaknesses  mentioned  included  a  lack  of  management 
resources  and  management  information.     They  felt  these 
weaknesses  could  be  improved  by  obtaining  additional  personnel, 
and  in  the  case  of  two  states,  implementing  an  MMIS.     (Two  of 
the  six  states  in  our  study  did  not  have  an  MMIS  or  an  equiva- 
lent system.     These  states,   Illinois  and  Maine,  are  currently 
implementing  an  MMIS.) 

Training 

One  director  stated  a  better  than  average  satisfaction 
with  the  training  function,  and  two  others  reported  less  than 
average  satisfaction,-   the  average  ranking  for  all  six  states 
was  2.83.     In  most  states,  the  training  program  was  primarily 
the  on-the-job  variety,  with  perhaps  a  limited  formal  training 
effort.     The  weaknesses  cited  included  a  high  turnover  of 
clerical  employees,  and  a  need  to  improve  caseworker  training. 
The  directors  would  like  to  address  these  weaknesses  to  improve 
and  increase  the  training  function. 
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Recipient  Services   (primarily  Eligibility  Determination) 


The  average  level  of  satisfaction  was  4.00,  the  highest 
average  ranking  of  any  of  the  functional  areas.     One  director 
was  exceptionally  well  satisfied,  while  only  one  ranked  his 
satisfaction  as  average.     Although  the  overall  satisfaction 
was  high,  many  directors  desired  to  do  more.     Weaknesses  cited 
included  limited  resources,  and  a  need  to  improve  the  skills 
of  the  current  staff.     Specific  improvements  included  a  desire 
to  promote  services  to  recipients  by  informing  them  of  services 
available,  and  to  improve  the  quality  control  program  for  SSI 
recipients.     Although  his  satisfaction  was  better  than  average, 
one  director  suggested  that  the  Federal  Government  consider 
assuming  control  of  the  eligibility  determination  function. 


Provider  Services 


Satisfaction  with  the  current  efforts  in  provider  services 
averaged  3.67,  with  four  directors  reporting  better  than 
average  satisfaction,  and  two  reporting  average  satisfaction. 
Many  directors  cited  good  working  relationships  with  providers , 
and  felt  a  better  than  average  job  was  being  done  with  the 
current  level  of  resources.     Among  the  weaknesses  mentioned 
was  the  difficulty  of  administering  the  EPSDT  program  and  a 
problem  in  getting  providers  to  participate.     Several  states 
felt  the  best  way  to  improve  the  administration  of  provider 
services  would  be  to  increase  the  level  of  payments  to  providers. 
Many  specific  improvements,  such  as  developing  handbooks  by- 
provider  type,  and  increasing  efforts  to  teach  coding  of  claims 
to  providers,  were  also  mentioned. 
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Claims  Processing 


Average  satisfaction  with  claims  processing  was  also  3.67, 
although  four  different  directors  ranked  their  satisfaction  as 
better  than  average.     Several  states  felt  claims  were  processed 
promptly,  and  felt  improvements  could  be  made  for  edit  routines 
and  reviewing  rejected  claims  with  providers  in  order  to  point 
out  coding  errors. 

Surveillance  and  Utilization  Review  (SUR) 

Average  satisfaction  with  current  SUR  performance  was 
exactly  average   (3.00).     Two  directors  reported  better  than 
average  satisfaction,  while  two  other  directors  reported  below 
average  satisfaction.     The  directors  in  states  without  an  MMIS 
felt  that  significant  improvement  would  result  from  implement- 
ing the  MMIS.     Directors  in  other  states  felt  that  they  were 
doing  a  good  job  in  this  area,  and  frequently  cited  specific 
examples.     Weaknesses  in  obtaining  specific  data  were  cited, 
such  as  a  difficulty  in  reviewing  services  provided  to  recipi- 
ents in  nursing  homes.     These  directors  expressed  a  desire  tc 
allocate  more  personnel  to  this  area. 

Third-Party  Liability 

Three  directors  ranked  their  satisfaction  as  below  average, 
and  one  director  was  not  at  all  satisfied  with  the  performance 
of  third-party  liability  efforts  in  his  state;  this  dissatisfac- 
tion resulted  in  an  average  of  2.33,  the  lowest  of  the  nine 
functional  areas.     The  primary  weakness  cited  was  the  difficulty 
in  obtaining  and  maintaining  good  third-party  data.  Specific 
desired  improvements  included  mandating  third-party  information 
on  applications,  requiring  recipients  to  endorse  third-party 
coverage  to  the  states,  and  obtaining  third-party  information 
on  SSI  recipients. 
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Fraud  Control 


Average  satisfaction  for  fraud  control  was  3.17,  with  two 
directors  reporting  better  than  average  satisfaction,  and  one 
below  average.     Several  states  did  not  feel  that  they  had  a 
fraud  control  problem  to  the  extent  of  some  states.     Many  state 
felt  that  an  increase  in  the  amount  of  prosecution  would  be  a 
desirable  deterrent  to  fraud. 

Cost  Settlement 

The  average  ranking  of  3.17  and  the  distribution  of  these 
rankings  for  the  cost  settlement  and  audit  function  were  the 
same  as  fraud  control,  but  the  rankings  in  each  state  were  not 
necessarily  the  same  for  both  functional  areas.     While  many 
directors  cited  the  common  audit  agreement  with  the  Medicare 
intermediary  as  a  strength  of  their  program,  they  frequently 
also  cited  it  as  a  weakness,  describing  problems  concerning 
the  timeliness  of  the  data,  and  the  toughness  of  the  audit. 
Many  states  desired  to  perform  their  own  audits  or  to  increase 
the  size  of  their  current  audit  staffs. 


Sources  of  Allocation  of  Resources 

The  directors  were  asked  to  describe  any  resources  which 
were  used  to  administer  the  Medicaid  program  in  their  states, 
and  were  not  funded  by  federal  or  state  Medicaid  revenues . 
Three  directors  described  non-Medicaid  federal  resources  which 
contributed  to  the  administration  of  their  Medicaid  program, 
and  several  directors  described  other  state  resources.  These 
resources  have  been  described  in  Chapter  III  of  this  report 
(see  page  36).     During  our  discussion  with  the  directors, 
and  during  interviews  and  discussions  with  all  other  personnel 
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EVALUATION  OF  ROLES  AND  DECISION-MAKING  PROCESSES 


CHAPTER  IV 


EVALUATION  OF  ROLES  AND  DECISION-MAKING  PROCESSES 

The  methodology  for  evaluating  state  costs  for  adminis- 
tration of  the  Medicaid  program  included  a  component  for 
assessing  the  roles  played  by  various  state  decisionmakers 
and  for  examining  the  decision-making  process.     At  the  beginning 
of  each  site  visit,  the  director  of  the  state  Medicaid  program 
was  interviewed  to  obtain  an  overview  of  the  state's  Medicaid 
administrative  structure.     These  discussions  focused  on  three 
main  areas: 

•  Adequacy  of  functional  area  resources 

•  Decisionmaking  and  allocation  of  resources 

•  Impact  of  special  FFPs. 

In  order  to  encourage  more  candid  responses  during  the  dis- 
cussions, the  directors  were  promised  that  their  responses 
would  be  anonymous;  accordingly,  the  responses  to  the  points 
discussed  in  this  chapter  are  not  identified  by  state. 

For  each  state,  the  following  participants  contributed 
to  these  discussions: 

>        Illinois      -      Mr.  Jeffrey  Miller,  Director 

Medical  Programs  Division 
Department  of  Public  Aid 

Virginia       -       Dr.  Freeman  C.  Hays,  M.D. 
Medical  Director 
Bureau  of  Medical  Assistance 
Department  of  Health 
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of  the  Medicaid  program  in  the  six  states,  no  other  resources, 
beyond  those  relatively  minor  amounts  set  forth  in  Chapter  III, 
were  identified. 

The  directors  were  asked  to  describe  the  impact  on  the 
allocation  of  resources  to  the  Medicaid  program  versus  the 
allocation  to  related  federal  programs  of  higher  matching 
rates  in  the  related  programs.     In  five  of  the  six  states, 
the  directors  stated  that  there  was  no  impact,  i.e.,  the 
allocation  of  resources  to  the  various  programs  was  made 
without  consideration  of  the  various  federal  matching  rates. 
(In  fact,   in  some  of  the  states,  the  state  budget  looks  at  the 
total  cost-allocated  resources,  not  just  the  state  portion, 
and  the  Department  does  not  receive  any  credit  in  its  budget 
for  federal  resources  generated.)     In  one  state,  the  director 
described  a  minor  impact,  which  was  most  severe  during  a 
budget  reduction  effort. 

During  these  discussions,  as  well  as  all  other  activities 
during  the  state  visits,  no  data  were  collected  which  could 
question  the  conclusion  that  the  presence  of  higher  matching 
rates  in  other  federal  programs  has  virtually  no  impact  on 
the  allocation  of  resources  to  the  Medicaid  program. 

Similarly,   the  directors  were  asked  if  increasing  the 
Medicaid  FFPs  would  eliminate  the  competition  for  resources 
with  other  federal  programs  with  higher  matching  rates.  Again, 
the  directors  of  five  states  felt  there  was  no  competition, 
while  the  director  of  one  state  felt  a  higher  matching  rate 
would  help,  especially  during  budget  reductions. 

Impact  of  Special  Federal  Financial  Participation  (FFP) 
Percentages 

The  existing  approach  of  funding  a  portion  of  a  state's 
administrative  expenses  for  its  Medicaid  program  provides  for 
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a  basic  50  percent  Federal  Financial  Participation  (FFP) 
percentage,  with  special  functions,   such  as  the  expenditures 
for  qualified  medical  personnel,  reimbursed  at  higher  FFP ' s  of 
75,   90,   or  100  percent.     The  directors  were  asked  to  comment  on 
the  usefulness  of  this  approach. 

The  directors'   reactions  to  the  usefulness  of  the  current 
approach  varied.     Some  felt  that  a  few  of  the  current  higher 
FFPs  were  useful  and  desirable,  especially  the  higher  FFPs  for 
medical  review  and  independent  practitioner  review   (100  percent 
FFP)   and  MMIS    (90  percent  FFP  for  development  and  75  percent 
for  implementation) .     Several  described  the  difficulties  of 
tracking  expenditures  associated  with  the  higher  FFPs. 

The  following  unattributed  comments  were  made  by  the  six 
Medicaid  directors  during  the  discussion  of  the  usefulness  of 
the  special  FFPs  of  the  Medicaid  program: 


•  100  percent  FFP  for  skilled  nursing  home  inspection 
is  good.     Skilled  medical  personnel  rate  of  75 
percent  helps.     MMIS_rate  did  not  justify  higher 
costs,  but  helped  make  decision  possible. 

e         State  is  aware  of  higher  FFPs;  they  help  especially 
when  dealing  with  the  legislature. 

•  Little  impact;  some  impact  in  professional  services. 

•  Minimal  impact.     MMIS  was  developed  faster  because 
of  higher  FFP.     Problem  in  tracking  family  planning 
expenditures.     Increasing  or  decreasing  a  FFP  would 
not  impact  program;  e.g.,   if  skilled  nursing  home 
inspections  were  reduced  from  100  to  75  percent, 
the  review  program  would  stay  the  same. 

•  100  percent  FFP  rate  helps,  but  other  rates  generally 
do  not  help.     MMIS  rate  helped. 

•  If  a  particular  function  is  mandated,   the  higher  rate 
helps,  e.g.,  haven't  done  more  for  other  provider 
services  than  family  planning   (90  percent  FFP) . 
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The  directors  also  discussed  various  alternatives  to  the 
present  approach  for  determining  the  amount  of  federal  fundir.c 
provided  for  the  Medicaid  program.     These  discussions  are 
described  in  Chapter  V  of  this  report,  Conclusions  and  Recom- 
mendations .  ■   

In  summary,  while  the  higher  FFP  may  not  directly  induce 
a  Medicaid  director  to  allocate  resources  to  a  particular 
function,  once  he  decides  that  a  function  needs  attention, 
the  higher  match  usually  helps  him  obtain  the  resources. 
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CHAPTER  V 


CONCLUSIONS  AND  RECOMMENDATIONS 

The  preceding  chapters  presented  an  analysis  of  the  Medi- 
caid administrative  costs  and  revenues    (Chapter  III,  Compara- 
tive Analysis)   and  interviews  with  the  Medicaid  directors 
(Chapter  IV,  Evaluation  of  Roles  and  Decision-Making  Processes- . 
As  a  result  of  these  analyses,  conclusions  and  recommendations 
are  presented  in  this  chapter  covering  the  following  areas: 

•  Conclusions  drawn  from  the  findings 
presented  in  Chapters  III  and  IV 

•  Recommendations  pertaining  to  federal 
financial  participation 

•  Recommendations  pertaining  to  federal 
monitoring  of  Medicaid  administrative  costs. 

CONCLUSIONS 

The  findings  presented  in  Chapters  III  and  IV  are  based  on 
the  data  which  were  analyzed  for  six  states  in  the  study. 
Because  of  the  many  differences  among  state  Medicaid  programs, 
as  described  in  Chapter  II  of  this  report,  Data  Comparability 
Across  States,   it  would  be  presumptuous  to  state  firm  conclusions 
based  on  a  sample  of  six  states.     However,   some  tentative  con- 
clusions may  be  drawn  concerning  allocation  of  resources  to 
administration,  impact  of  special  matching  incentives,  impact 
of  related  programs,  other  revenue  sources,   and  administrative 
complexities  of  varying  matches. 
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Allocation  of  Resources  to  Administration  by  Functional  Area 


•        Recipient  services   (primarily  eligibility  determina- 
tion)    is  the  major  component  of  administrative  costs 
>^  in  most  states.     Four  of  the  six  states  allocate 

\  between  42  and  55  percent  of  administrative  costs 

\f  to  this  functional  area 

The  sum  of  claims  processing,  surveillance  and 
utilization  review,  third-party  liability,  and 
fraud  control  costs  range  from  22  to  44  percent 
of  administrative  costs.     Claims  processing 
accounted  for  20  to  32  percent,  except  in  the  case 
of  Illinois  whose  lower  costs  indicate  economies 
of  scale  due  to  the  large  number  of  claims  processed 

Very  little  is  spent  by  any  of  the  states  on 
fraud  control 

Less  than  one  percent  of  administrative  costs  is 
allocated  to  third-party  liability  in  each  of  the 
six  states 

Less  than  one-half  of  one  percent  of  administrative 
costs  is  allocated  to  training  in  most  of  the  states. 


Allocation  of  Resources  to  Administration  by  Type  of  Cost 


•  Most  administrative  costs  are  spent  for  personnel 
(salaries  and  fringe  benefits) .     The  personnel 
allocation  ranged  from  49  percent  to  67  percent, 
with  an  average  of  62  percent 

•  Electronic  data  processing    (EDP)   receives  an  alloca- 
tion of  27  percent  to  31  percent  for  the  three  states 
which  had  an  MMIS  during  the  entire  year  analyzed 

•  As  of  1976,  there  was  great  variation  among  the 
states  in  the  allocation  of  resources  to  EPSDT 
administration .     Three  states  allocated  between 
20  and  40  percent  of  provider  services  costs  to 
this  provider  type,  while  the  remaining  three 
states  each  allocated  less  than  1.5  percent  of 
provider  services  costs  to  EPSDT. 

The  majority  of  costs  for  administration  of  provider 
services  is  spent  on  services  to  long-term  care 
facilities ,  especially  certification,  inspection, 
and  medical  reviews  and  independent  practitioner 
reviews    (MR/IPR) . 
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•  Administrative  costs  as  a  function  of  MAP  ranged 
from  3.5  percent  to  8.2  percent,  with  an  unweighted 
average  of  5.5  percent 

•  The  federal  share  of  total  administrative  costs 
ranged  from  52  percent  to  65  percent,  with  an 
unweighted  average  of  57  percent.     This  range 
reflected  not  only  the  variations  in  types  of 
activities  funded  under  Medicaid  administration, 
but  also  differing  state  experiences  with,  and 
perceptions  of,  DHEW  auditors'  willingness  to 
allow  higher  matching  rates. 

Impact  of  Special  Matching  Incentives 

The  higher  FFP  may  not  directly  induce  a  Medicaid  directo 
to  allocate  resources  to  a  particular  area.     However,  once  he 
decides  that  a  function  needs  attention,  the  higher  match 
usually  helps  him  obtain  the  resources  needed. 

Impact  of  Related  Programs 

There  is  virtually  no  impact  of  related  federal  programs' 
administrative  matching  rates  on  the  allocation  of  state  em- 
ployees to  the  Medicaid  program.     Five  of  six  states  had  no 
impact,  while  the  sixth  state  had  minimal  impact,  which  was 
notable  during  a  budget  reduction  effort. 

Other  Revenue  Sources 

There  is  minimal  allocation  of  non-Medicaid  revenues  to 
the  Medicaid  program.     Three  states  had  relatively  small 
amounts  of  non-Medicaid  revenues,  ranging  from  0.3  percent 
to  8  percent  of  total  revenues. 
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Administrative  Complexities  of  Varying  Matches 


•  Current  Medicaid  regulations  regarding 
administrative  costs  are  not  interpreted 
uniformly  by  the  state  administrations 
nor  by  federal  auditors.     Some  states  are 
more  aggressive  than  others  in  interpreting 
the  regulations,  in  tracking  costs  assoc- 
iated with  different  FFPs,  and  in  nego- 
tiating their  interpretations  with  federal 
auditors.     In  most  states  that  we  visited, 
total  federal  revenues  for  administrative 
costs  could  have  been  increased  by  claiming 
costs  which  were  claimed  by  other  states. 

•  Tracking  administrative  costs  by  FFP  is  a 
difficult  and  time-consuming  task.  Again, 
some  states  are  more  aggressive  than  others. 
The  states  view  this  process  as  being  non- 
productive  (other  than  the  obvious  benefit 
of  increasing  their  federal  revenues) . 

•  According  to  one  state  official,  it  is  not 
possible  to  obtain  75  percent  federal  finan- 
cial participation  for  the  EPSDT  outreach 
program  when  the  25  percent  balance  is  paid 
by  the  counties. 

•  Finally,  there  is  no  place  on  the  OA-41  report 
to  list  medical  assistance  payments  for  family 
planning,  which  are  reimbursable  at  90  percent 
FFP. 


RECOMMENDATIONS 


Federal  Financial  Participation 


During  the  discussions  with  the  Medicaid  directors,  three 
alternative  methods  of  providing  federal  funding  to  the  states 
were  discussed: 

•        Variable  matching  rates,  based  on  personnel  and/or 
service  area  characteristics — the  current  approach, 
where  specific  segments  of  a  program  are  defined, 
and  a  matching  rate  provided. 
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•  Constant  matching  rate — this  approach 
was  the  original  approach  usee  in  the 
Medicaid  program    and  is  currently  used 
in  other  DHEW  programs.     The  same 
matching  rate  is  used  for  all  adminis- 
trative costs. 

•  Variable  matching  rates,  based  on 
administrative  performance  criteria — 
this  approach  would  provide  higher 
rates  for  achieving  a  given  level  of 
administrative  performance. 

The  directors'  reactions  to  these  alternatives  are  summarized 
as  follows: 

•  Variable  matching  rate,  based  on 
personnel  and/or  service  area 
characteristics — generally  felt  to 
be  the  least  desirable  of  the  three 
alternatives.     It  is  useful  if  the 
goals  of  the  state  agree  with  the 
federal  goals  as  defined  by  the  FFPs . 
The  difficulty  of  tracking  the  specific 
costs  for  some  of  the  areas,  especially 
in  the  smaller  and  medium-sized  states, 
can  be  greater  than  the  incremental 
revenue  gained. 

•/   Constant  matching  rate — the  most 

desirable  alternative,  especially  with 
a  higher  percentage.  Interestingly, 
representatives  of  two  of  the  states 
\      did  not  want  a  100  percent  matching  rate. 

•  Variable  matching  rate,  based  on 
administrative  performance  criteria — 
generally  the  most  intellectually 
satisfying  alternative.  Several 
directors  pointed  out  the  difficulty 
of  defining  performance  criteria. 


For  each  of  the  three  alternative  methods  of  providing 
federal  funding  to  the  states  for  Medicaid  administrative  costs, 
there  are  advantages  and  disadvantages: 
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Variable  Matching  Rate,  Based  on  Personnel  and/or  Service 


Area  Characteristics 


Advantages 

1.  Can  encourage  specific  participation  by  the  states 
in  certain  areas  desired  by  the  Federal  Government 

2.  Would  require  little  or  no  change  in  current 
legislation . 

Disadvantages 

1.  Difficult  to  measure 

2.  Difficult  to  interpret  by  the  state  administrators 
and  by  the  federal  auditors 

3.  Least  preferred  by  Medicaid  directors. 

Constant  Matching  Rate 
Advantages 

1.  Easy  to  interpret  by  state  and  by  federal  auditors 

2.  Most  desired  by  Medicaid  administrators 

3.  Not  subject  to  shifting  priorities  of  federal  or 
state  government 

4.  States  can  determine  priorities  without  federal 
influence . 

Disadvantages 

1.  Requires  legislative  change  to  enact 

2.  The  Federal  Government  cannot  emphasize  specific 
areas . 

Variable  Matching  Rates,  Based  on  Administrative  Performance 
Criteria 

Advantages 

1.       Most  intellectually  satisfying  to  Medicaid  directo 
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2.       Rewards  efficient  states  and  penalizes  inefficient 
states 


3.       Maximizes  resources  to  a  given  area  if  state 
priorities  agree  with  federal  priorities. 

Disadvantages 

1.  Difficult  to  define  areas  and  levels  of  administra- 
tive performance 

2.  Difficult  to  interpret  by  the  state  and  by  federal 
auditors 

3.  Requires  legislative  change  to  enact. 

After  consideration  of  the  advantages  and  disadvantages  of  each 
of  the  alternatives,  we  recommend: 


that  the  Federal  Government  adopt  a  constant 
matching  rate    '.higher   thar.   50  percent  fai 
administrative  costs. 


Federal  Monitoring  of  Medicaid  Administrative  Costs 

The  Federal  Government  currently  measures  Medicaid 
administrative  costs  as  a  percentage  of  total  Medicaid  medical 
assistance  payments    (MAP) ;   this  is  the  only  measure  of 
administrative  performance  available.     For  many  states,  this 
percentage  lies  in  the  range  from  three  to  six  percent. 

There  are  many  factors  which,  in  our  opinion,  should 
eliminate  this  statistic  as  a  measure  of  administrative 
impact  and  effectiveness.     As  long  as  the  Medicaid  program  is 
implemented  differently  by  each  state,  there  will  be  many 
factors  which  cause  differences  among  state  programs,  and, 
thus,  severely  limit  the  comparability  of  using  a  simple  total 
percentage  or  total  dollars.     These  factors  include  the  many 
factors  set  forth  in  Chapter  II  of  this  report,   Data  Compara- 
bilitv  Across  States . 
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During  the  selection  of  the  states  to  be  included  in  this 
study,   two  states  were  selected  because  their  percentage  of 
administrative  costs  to  total  MAP  fell  outside  the  three  percent 
to  five  percent  range.     The  first  state,  Utah,  was  selected 
because  of  a  relatively  high  percentage   (11.92  percent  for  the 
year  ending  June  30,   1975);  Wisconsin  was  selected  because  of 
a  relatively  low  percentage   (1.95  percent  for  the  same  fiscal 
year) .     The  initial  suspicion  was  that  Utah  had  a  higher  per- 
centage because  of  its  small  size,  but  was  also  somewhat  extra- 
vagant, while  perhaps  Wisconsin  had  some  economies  of  scale, 
but  was  also  somewhat  more  efficient.     In  fact,  after  our  visits 
to  these  states,  we  would  conclude  almost  the  opposite:  Utah 
had  a  higher  percentage  than  most  states  because  it  does  more 
in  the  area  of  administration,  while  Wisconsin  had  a  lower  per- 
centage than  most  states  because  it  did  significantly  less  in 
the  area  of  Medicaid  administration   (Wisconsin  did  so  little 
during  the  year  to  be  reviewed  by  this  study  that  there  were 
insufficient  data  available  to  analyze  the  costs  and  revenues 
in  the  necessary  detail) . 

During  our  discussions  with  the  Medicaid  directors,  we 
discussed  the  use  of  the  percentage  of  Medicaid  administrative 
costs  to  MAP  as  a  measure  of  administrative  impact  and  effec- 
tiveness.    All  of  the  directors  agreed  that  the  use  of  this 
percentage  for  this  purpose  was  not  appropriate.  Representa- 
tive comments  included  the  following: 

•  Measure  doesn't  tell  anything — report  by  program 
area 

•  Traditional  indicator  may  not  be  relevant 

•  Difficult  to  compare  state  programs  because 
of  program  differences 

•  Percentage  not  appropriate. 


61 


In  order  to  understand  the  extent  to  which  each  of  the 
administrative  functions    is  performed  for  the  Medicaid  pro- 
gram of  a  given  state,  more  detailed  information  must  be  ob- 
tained.    Two  alternatives  can  be  considered: 

•  Develop  a  new,  more  detailed  reporting 
system  from  the  states  to  the  Federal 
Government 

•  Periodic  ad  hoc  study,  such  as  the  present 
study  of  Medicaid  administrative  costs. 

The  advantages  and  disadvantages  of  each  of  these  alternative 
are  as  follows: 

Develop  a  New  Reporting  System 
Advantages 

1.  Information  obtained  on  an  on-going  basis, 
providing  an  historical  data  base 

2.  Centralized  team  of  analysts  would  not 
have  to  be  developed  and  maintained. 

Disadvantages 

1.  Expensive  and  burdensome  for  states  tc 
develop  and  maintain 

2.  Data  not  prepared  uniformly,  making 
comparisons  among  states  difficult 

3.  States  do  not  currently  have  necessary 
systems . 

Perform  Periodic  Ad  Hoc  Studies 
Advantages 

1.  Data  collected  uniformly,  facilitating 
comparisons  among  states 

2.  Development  costs  controlled  centrally 

3.  Frequency  of  review  of  a  particular 
state  does  not  need  to  be  the  same  as 
all  other  states 
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4 .  Level  of  data  obtained  for  a  given  ' 
state  in  a  particular  functional  area 
can  be  increased    (or  decreased)  as 
desired 

5.  States  would  not  have  to  develop 
necessary  systems. 

Disadvantages 

1.  Development  and  implementation  of  system 
done  at  federal  level 

2.  Centralized  team  of  analysts  would  have 
to  be  developed  and  maintained. 

In  order  to  improve  the  monitoring  of  Medicaid  administrative 
costs  at  the  federal  level,  we  recommend: 

that  the  Federal  Government  use  a  team  of 
analysts  to  analyze  periodically  the  Medi- 
caid administrative  costs  in  the  states. 

The  current  study  could  serve  as  the  prototype  for  this  review 
process.     However,  because  of  the  wide  range  of  program  dif- 
ferences encountered  in  the  states  visited  during  this  study, 
we  strongly  caution  against  the  use  of  data  obtained  from  the 
current  study  as  being  representative  of  all  53  Medicaid  juris 
dictions.     Accordingly,  we  further  recommend: 

that  the  administrative  costs  of 
additional  Medicaid  jurisdictions  be 
analyzed  in  order  to  develop  a  more 
representative  data  base. 
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FUNCTIONAL  AREA  DEFINITIONS 

The  definition  of  the  activities  involved  in  each 
functional  area  is  set  forth  in  this  appendix.     The  costs  of 
a  given  functional  area  include  personnel  costs,  travel  costs, 
and  all  other  costs   (such  as  space,  utilities,  data  processing, 
etc.)   incurred  in  performing  the  activities  of  that  area.  Reve 
nues  for  a  given  functional  area  consist  of  the  funds  provided 
by  Title  XIX,  other  federal  titles,  state,  county,  local  govern 
ment,  third  party,  and  any  other  sources  which  are  used  to 
offset  the  costs  incurred  in  performing  the  functions  of  that 
area . 

GENERAL  ADMINISTRATION 

General  Administration  consists  of  three  components: 
Federal  Statistical  Reporting,   Information  Systems  Planning, 
and  Other. 

General  Administration:     Federal  Statistical  Reporting 

Consists  of  the  activities  involved  in  the  preparation 
and  submission  of  all  required  Federal  Statistical  Reports. 
The  specific  Federal  Statistical  Reports  are: 

•  OA-25 

•  OA-41 


•  OFM-65 

•  NCSS-119 

•  NCSS-120 

•  NCSS-2082 

General  Administration:     Information  Systems  Planning 

Consists  of  the  activities  in  conducting  feasibility 
studies,  cost/benefit  analyses,  and  other  studies  which  could 
lead  to  the  development  of  a  Medicaid  Management  Information 
System.     The  systems  may  be  automated  or  manual. 

General  Administration:  Other 

Consists  of  all  activities  of  General  Administration  which 
are  not  related  to  either  Federal  Statistical  Reporting  or  In- 
formation Systems  Planning.     Examples  of  other  General  Adminis- 
tration areas  include: 

•  Budgeting 

•  Finance  and  Accounting 

•  Personnel  and  payroll  support  for  state  staff 

•  Legal  Services 

TRAINING 

Consists  of  activities  involved  in  providing  training  to 
and  for  personnel  related  to  the  Medicaid  program,  including 
teachers,  training  facilities,  transportation  to  and  from  the 
training  site,  equipment  used  in  training  such  as  slide  pro- 
jectors, etc. 


RECIPIENT  SERVICES 


The  administrative  activities  involved  in  recipient 
services  are  allocated  into  three  components:  Eligibility 
Determination,  Eligibility  Quality  Control,  and  Other  Recipi- 
ent Services. 

Eligibility:  Determination 

Consists  of  activities  involved  in  determining  or 
redetermining  recipient  eligibility  for  the  Medicaid  program 
in  the  state.     Because  Medicaid  eligibility  determination  car: 
occur  at  other  than  the  designated  agency   (e.g.,  AFDC  eligibil- 
ity determination)   and/or  at  the  local  level,  it  is  important 
to  recognize  the  potential  for  decentralized  administrative 
costs.     Note  that  care  should  also  be  taken  in  defining  eligi- 
bility determination  activities  because  of  the  fundamental 
relationship  between  welfare-related  eligibility  and  the  cate- 
gorically indigent  in  the  Medicaid  program.     In  general,  the 
administrative  activities  in  this  functional  area  relate  to 
extending  the  related  welfare  recipient's  eligibility  to  Medicaid 

Eligibility:     Quality  Control 

Consists  of  activities  involved  in  maintaining  recipient 
eligibility  quality  control.     These  activities  pertain  to  ef- 
forts related  to  authenticating  recipient  rolls,  such  as  field 
investigations,  central  file  sampling,  etc. 

Other  Recipient  Services 


Consists  of  activities  involved  in  the  administration  of 
Medicaid  eligibility,  excluding  Determination  and  Quality  Control 


Areas  may  include  recipient  hearings,  dissemination  of  recipient 
information,   and  referrals. 

PROVIDER  SERVICES 

The  administrative  activities  involved  in  providing 
services  to  Medicaid  recipients  are  further  divided  according 
to  the  type  of  service  provided.     These  activities  include 
provider  enrollment,  provider  relations,  provider  education,  and 
(except  for  institutional  providers)  reimbursement. 

EPSDT:     Patient  Care 

Consists  of  activities  involved  in  outreach,  notification, 
case  management,  and  follow-up. 

EPSDT:  Administrative 

Consists  of  activities  involved  in  provider  relations  and 
enrollment,  and  state  and  local  administration. 

Physician 

Consists  of  activities  involved  in  administering  physician 
services  provided  by  the  Medicaid  program.     This  area  will  in- 
clude M.D.'s,  osteopaths,  chiropractors,  group  practices  (refer 
to  definition  on  clinics  for  a  distinction  between  group  and 
clinic),  and  professional  corporations   (P.C.'s),  except  patho- 
logy and  radiology  laboratory  services.     The  physician  services 
may  either  be  performed  in  a  private  office,  recipient  home, 
inpatient  or  outpatient  hospital,  or  long-term  care  facility, 
as  long  as  the  physician's  bill  is  not  included  in  the  bill 
from  the  hospital .     Administrative  areas  may  include  provider 
relations  and  enrollment,  and  state  and  local  administration. 


Faniily  Planning 


Consists  of  activities  involved  in  administering  family 
planning  in  the  Medicaid  program.     Administrative  areas  may 
include  provider  relations  and  enrollment,  and  state  and  local 
administration . 

Pharmacy 

Consists  of  activities  involved  in  administering  pharma- 
cological services  in  the  Medicaid  program.  Administrative 
areas  may  include  provider  relations  and  enrollment,  and  state 
and  local  administration  of  the  EAC/MAC  program. 

Pathology  and  Radiology 

Consists  of  activities  involved  in  administering  laboratory 
services  in  the  Medicaid  program.     This  area  does  not  include 
laboratory  services  offered  in  a  hospital  unless  such  services 
are  billed  separate  from  the  hospital.     Administrative  areas 
may  include  provider  relations  and  enrollment,  and  state  and 
local  administration. 

Health  Maintenance  Organizations  (HMOs) 

Consists  of  activities  involved  in  relating  to  HMOs  in 
the  Medicaid  program.     Administrative  areas  may  include  provider 
relations  and  enrollment,  and  state  and  local  administration. 

Clinics 

Consists  of  activities  involved  in  relating  to  clinics  in 
the  Medicaid  program.     For  purposes  of  this  survey,  a  clinic 


will  be  defined  as  a  medical  practice  staffed  by  several 
different  specialists  working  together.     This  should  be  con- 
trasted with  a  group  practice  where  the  providers  are  of  the 
same  specialty.     Administrative  areas  may  include  provider 
relations  and  enrollment,  and  state  and  local  administration. 

Hospital s 

Consists  of  activities  involved  in  administering  inpatient 
and  outpatient  services  provided  by  hospitals  in  the  Medicaid 
program.     For  purposes  of  this  survey,  this  area  may  include 
general  and  specialized  institutions,  mental  hospitals,  and 
TB  hospitals.     These  administrative  activities  should  not  in- 
clude activities  related  to  utilization  review,     cost  settlement, 
and  audit.     Administrative  areas  may  include  provider  relations 
and  enrollment,  and  state  and  local  administration. 

Long-Term  Care  Facilities:     Medical  Reviews  and  Independent 
Practitioner  Reviews 

Consists  of  activities  associated  with  these  reviews  of 
LTCs.     LTCs  include  both  skilled  and  intermediate  care  facili- 
ties, whether  or  not  they  are  affiliated  with  a  hospital. 

Long-Term  Care  Facilities:  Other 

Consists  of  all  other  activities  involved  in  the  adminis- 
tration of  LTCs,   such  as  provider  relations  and  enrollment,  and 
state  and  local  administration,  but  does  not  include  utilization 
review,     cost  settlement,  and  audit. 


Dental 


Consists  of  activities  involved  in  administering  dental 
services  in  the  Medicaid  program.     For  purposes  of  this  survey, 
dental  services  are  those  rendered  by  either  a  dentist,  ortho- 
dontist, peridontist,  or  oral  surgeon.     Administrative  activities 
include  provider  relations  and  enrollment,  and  state  and  local 
administration . 

Other  Provider  Services 

Consists  of  activities  involved  in  administering  services 
other  than  those  specifically  listed  above.     Examples  may  in- 
clude appliance  dealers,  hearing  aid  dealers,  prosthetic  device 
dealers,  transportation,  etc.     Administrative  activities  include 
provider  relations  and  enrollment,  and  state  and  local  adminis- 
tration. 

CLAIMS  PROCESSING 

Consists  of  activities  involved  in  processing  claims  from 
providers  to  the  Medicaid  program  in  the  state.     Two  extremes 
may  occur:     (1)   claims  may  be  processed  by  the  state;  or  (2) 
claims  may  be  processed  by  a  third  party   (called  a  fiscal 
agent  or  intermediary)   for  the  state.     There  are  also  two  ways 
claims  may  be  processed:     (1)  manually,  or   (2)   by  computer. 
When  conducting  the  survey,  it  is  important  to  remember  that 
all  possible  combinations  of  the  four  possibilities  may  occur. 

SURVEILLANCE  AND  UTILIZATION  REVIEW 


Consists  of  activities  involved  in  utilization  review 
for  the  Medicaid  program,  and  activities  related  to  the  genera- 
tion and  use  of  provider  and  recipient  reports  based  upon  paid 


claim  data  in  the  Medicaid  program.     This  area  should  not 
include  activities  related  to  cost  settlement  or  fraud  control. 

THIRD-PARTY  LIABILITY 

Consists  of  activities  related  to  the  identification  of 
possible  third-party  responsibility  during  and  after  claims 
processing.     Examples  of  third  parties  include  private  insur- 
ance and  workmen's  compensation.     States  may  refer  to  this 
area  as  Coordination  of  Benefits  or  COB.     Relevant  activities 
include  those  associated  with  detecting  possible  COBs,  recipient 
and  third-party  communications,  legal  activities,  and  all  other 
related  collection  activities. 

FRAUD  CONTROL 

The  legal  definition  of  fraud  requires  that  the  five 
following  elements  be  met: 

•  A  false  representation,  or  concealment  of  truth 

•  Knowledge  of  the  falsity  by  the  maker 

•  Ignorance  of  the  falsity  by  the  person  to  whom 
the  representation  is  made 

•  The  intention  that  the  falsity  be  acted  on 

•  The  falsity  is  acted  on  with  resulting  damage. 

Note  that  this  area  does  not  include  Surveillance  and 
Utilization  Review.     This  area  is  further  divided  into  three 
components:     Detection,   Investigation,  and  Prosecution. 

Fraud  Control:  Detection 

Consists  of  activities  related  to  the  detection  of  fraud, 
including  the  collection,  preparation  and  generation  of  reports 


from  paid  claims  and/or  random  provider  or  recipient  investi- 
gations.    The  pertinent  activities  will  be  included  in  this 
category  until  a  potential  fraud  is  suspected. 

Fraud  Control:  Investigation 

Consists  of  activities  from  the  point  where  potential 
fraud  has  been  suspected  until  the  time  the  case  has  been 
disproven  and  eliminated,  or  brought  to  the  attention  of  the 
proper  legal  authorities. 

Fraud  Control :  Prosecution 

Consists  of  activities  related  to  the  prosecution  of 
fraud  cases  in  the  Medicaid  Program.     It  is  very  likely  that 
these  activities  will  appear,   in  part,  in  State  agencies 
other  than  the  designated  agency,  e.g.,   in  the  office  of  the 
State  Attorney  General.     These  activities  outside  the  designated 
agency  are  considered  relevant  and  are  to  be  included. 

COST  SETTLEMENT 

Cost  Settlement:  Hospitals 

Consists  of  activities  related  to  the  receipt  and  disposi- 
tion of  a  hospital's  cost  settlement  report,   including  desk 
audit,   field  audit,  negotiation,  and  final  settlement. 

Cost  Settlement:     Long-Term  Care  Facilities 

Consists  of  activities  related  to  the  receipt  and  disposi- 
tion of  a  long-term  care  facility's  cost  settlement  report, 
including  desk  audit,  field  audit,  negotiation,  and  final 
settlement. 
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DIRECTOR'S  COMMENTS 
BY  FUNCTIONAL  AREA 


FUNCTIONAL  AREA:       GENERAL  ADMINISTRATION 


The  directors  described  their  level  of  satisfaction  with 
the  present  performance  of  administrative  duties  in  this 
Functional  Area  as : 


Points  Per  Number  of  Total 

State  States  Points 

5        =      Exceptionally  Well  1  5 

4        =      Better  Than  Average  1  4 

3        =      Average  3  9 

2        =      Below  Average  1  2 

1         =       Not  At  All  -  - 

TOTAL  POINTS  20 

AVERAGE  POINTS  PER  STATE  3.33 


STRENGTHS:       •  Cost-effective  given  current  staff  and  salary 
scales 

•  Good  management  personnel 

•  Maximizing  match 
WEAKNESSES :     •  Limited  management  resources 

•  Lack  of  management  information 

•  Internal  computer  systems  need  improvement 

•  Lack  of  planning 

•  Only  doing  what  has  to  be  done 

DESIRED  IM- 
PROVEMENTS: •  Obtain  additional  personnel 

•  Implement  MMIS 


FUNCTIONAL  AREA:  TRAINING 


The  directors  described  their  level  of  satisfaction  with 
the  present  performance  of  administrative  duties  in  this 
Functional  Area  as : 


Points  Per 
State 

5 
4 

3 
2 
1 


Number  of 
States 


Exceptionally  Well 
Better  Than  Average 
Average 
Below  Average 
Not  At  All 

TOTAL  POINTS 

AVERAGE  POINTS  PER  STATE 


Total 
Points 


2  .  83 


STRENGTHS  : 


WEAKNESSES 


DESIRED  IM- 
PROVEMENTS : 


Trainers  available  for  staff;  do  reasonably 
effective  job 

Mostly  on-the-job  training 
Caseworkers  need  improved  training 
High  turnover  of  clerical  employees 

Improve  and  increase  training 


FUNCTIONAL  AREA:    RECIPIENT  SERVICES    (ELIGIBILITY  DETERMINATION } 


The  directors  described  their  level  of  satisfaction  with 
the  present  performance  of  administrative  duties  in  this 
Functional  Area  as : 


Points  Per 
State 

5 
4 
3 
2 
1 


Exceptionally  Well 
Better  Than  Average 
Average 
Below  Average 
Not  At  All 


Number  of 
States 

1 
4 
1 


Total 
Points 

5 
16 

3 


STRENGTHS  : 


WEAKNESSES 


DESIRED  IM- 
PROVEMENTS 


TOTAL  POINTS  24 
AVERAGE  POINTS  PER  STATE  4 : 00 

Quality  control  exceptional 

Better  than  average,  but  director  desires  to 
do  more 

Workload  too  great;  efficiency  suffers 

Severe  resource  constraints 

Improve  quality  control,  especially  for  SSI 

Improve  skills  of  current  staff 

More  personnel 

Better  supervision  and  training  for  existing 
personnel 

Improve  SSI  quality  control 

Promote  services  to  recipients  by  informing 
them  of  available  care  in  order  to  meet  their 
unmet  health  needs 

Transfer  responsibility  for  elibibility  deter- 
mination to  the  Federal  Government 


FUNCTIONAL  AREA:        PROVIDER  SERVICES 


The  directors  described  their  level  of  satisfaction  with 
the  present  performance  of  administrative  duties  in  this 
Functional  Area  as: 


Points  Per 
State 

5 
4 

3  = 
2 

i  — 


Exceptionally  Well 
Better  Than  Average 
Average 
Below  Average 
Not  At  All 


Number  of 
States 


Total 
Points 


16 

6 


STRENGTHS : 


WEAKNESSES  : 


DESIRED  IM- 
PROVEMENTS : 


TOTAL  POINTS 

AVERAGE  POINTS  PER  STATE 


22 
3.67 


Good  working  relationships  with  provider  groups 

Better  than  average  job  with  current  resources 

High  percentage  of  providers  enrolled 

Prior  authorization  program  very  effective 

Problem  getting  some  providers  to  participate 

Difficult  to  stay  on  top  of  regulations  for  EPSDT 
program 

Cost  effectiveness  of  EPSDT  program 
Understaffed 

Increase  level  of  payments  to  providers 
Increase  provider  training 

Increase  staff  to  relate  to  providers  and  to 
teach  coding 


FUNCTIONAL  AREA:      PROVIDER  SERVICES  (Cont.) 
DESIRED  IMPROVEMENTS:  (Cont.) 

•  Develop  and  implement  provider  outreach 
program 

•  Implement  prospective  rate  program  for 
hospitals 

•  Develop  and  maintain  handbooks  by  specific 
provider  type 

•  Publish  newsletter  for  specific  provider  type 


FUNCTIONAL  AREA:    CLAIMS  PROCESSING 


The  directors  described  their  level  of  satisfaction  with 
the  present  performance  of  administrative  duties  in  this 
Functional  Area  as: 


Points  Per 
State 

5 
4 

3 
2 
1 


Exceptionally  Well 
Better  Than  Average 
Average 
Below  Average 
Not  At  All 


Number  of 
States 


Total 
Points 


16 
6 


TOTAL  POINTS 

AVERAGE  POINTS  PER  STATE 


22 
3.67 


STRENGTHS : 


WEAKNESSES : 


DESIRED  IM- 
PROVEMENTS : 


Pay  claims  promptly 

Provide  tape-to-tape  billing 

Now  just  processing  claims,  not  managing  and 
controlling  claims 

Problem  finding  a  specific  invoice  in  current 
system 

Poor  edit  routines 
Resolution  of  rejected  claims 

Improve  review  of  rejected  claims  with  providers 
Implement  MMIS 


FUNCTIONAL  AREA:       SURVEILLANCE  AND  UTILIZATION  REVIEW 


The  directors  described  their  level  of  satisfaction  with 
the  present  performance  of  administrative  duties  in  this 
Functional  Area  as: 


Points  Per 
State 

5 
4 

3 
2 
1 


Exceptionally  Well 
Better  Than  Average 
Average 
Below  Average 
Not  At  All 


Number  of 
States 


Total 
Points 


TOTAL  POINTS 

AVERAGE  POINTS  PER  STATE 


18 
3.00 


STRENGTHS  : 


WEAKNESSES: 


Very  good  relationships  with  providers;  quick 
to  censure  member  if  out  of  line 

Approach  instructional  rather  than  punitive; 
would  rather  prevent  than  prosecute  fraud 

MMIS  data 

Relationship  with  PSRO 

On-site  surveillance  of  hospitals 

Prescription  formulary 

Nursing  home  placement  program 

Excellent  ambulatory  care  program 

Not  using  all  data  available 

Not  looking  at  total  care  for  a  recipient 

Reporting  formats  need  improvement 


FUNCTIONAL  AREA:      SURVEILLANCE  AND  UTILIZATION  REVIEW 


WEAKNESSES:  (Cont.) 


Difficult  to  obtain  -information  concerning 
relationships  between  physicians  and  prescrip- 
tions 

Nursing  home  statistics  do  not  include  other 
services 


DESIRED  IM- 
PROVEMENTS:      •       Increase  staff 

•      Implement  MMIS 


Improve  incentives  for  hospitals  and  nursing 
homes  to  discharge  patients  promptly 


FUNCTIONAL  AREA:     THIRD-PARTY  LIABILITY 


The  directors  described  their  level  of  satisfaction  with 
the  present  performance  of  administrative  duties  in  this 
Functional  Area  as : 


Points  Per 
State 

5 
4 
3 
2 
1 


Exceptionally  Well 
Better  Than  Average 
Average 
Below  Average 
Not  At  All 


Number  of 
States 


Total 
Points 


STRENGTHS  : 


WEAKNESSES 


TOTAL  POINTS  14 
AVERAGE  POINTS  PER  STATE  2.33 

Doing  good  job,  but  could  improve 

Moderately  satisfied,  probably  better  than  most, 
but  needs  improvement 

Problem  of  obtaining  adequate  identification  of 
third  party 


DESIRED  IM- 
PROVEMENTS : 


•  Mandate  third-party  information  on  applications 

•  Increase  staff  and  other  resources 

•  Develop  new  program 

•  Enact  legislation  to  require  recipient  to  endorse 
any  health  insurance  to  the  state 

•  Obtain  third-party  information  on  SSI  tape 

•  Obtain  information  regarding  health  coverage 
for  children  of  absent  parents 


FUNCTIONAL  AREA:     FRAUD  CONTROL 


The  directors  described  their  level  of  satisfaction 
the  present  performance  of  administrative  duties  in  this 
Functional  Area  as: 


Points  Per 
State 

5 
4 

3  = 

2 

1 


Exceptionally  Well 
Better  Than  Average 
Average 
Below  Average 
Not  At  All 


Number  of 
States 


Total 
Points 


TOTAL  POINTS 

AVERAGE  POINTS  PER  STATE 


19 
3.17 


STRENGTHS  : 


WEAKNESSES : 


DESIRED  IM- 
PROVEMENTS : 


•  State  does  not  have  problem  to  degree  of  other 
states 

•  Have  developed  and  are  implementing  better  system 

•  Good  relations  with  providers  help  minimize 
problem 

•  Need  more  prosecution 

•  Prosecution  difficult 

•  Data  difficult  to  obtain  without  MMIS 

•  Improve  prosecution 

•  Obtain  additional  detection  personnel 

•  Improve  timing  of  audits  by  Medicare  intermediary 


FUNCTIONAL  AREA:    COST  SETTLEMENT 


The  directors  described  their  level  of  satisfaction  with 
the  present  performance  of  administrative  duties  in  this 
Functional  Area  as : 


Points  Pe: 
State 

5 
4 

3 


Exceptionally  Well 
Better  Than  Average 
Average 
Below  Average 
Not  At  All 


Number  of 
States 


Total 
Points 


TOTAL  POINTS 

AVERAGE  POINTS  PER  STATE 


19 
3.17 


STRENGTHS 


WEAKNESSES 


DESIRED  IM- 
PROVEMENTS : 


Perform  audits  themselves 

Common  audit  agreement  with  Medicare  intermediary 

Medicare  intermediary  audit  not  as  timely  as 
desired 

Medicare  intermediary  audit  not  tough  enough 

Limited  review  of  results  of  Medicare  intermediary 
audit 

Not  enough  auditing 

Provider  expectations  too  high 

Perform  own  audits 

Increase  internal  audit  staff 

Improve  timing  of  audits 

Implement  prospective  rates  for  hospitals 


